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ALIEN LAND LAWS * 


JUSTIN MILLER} 
Associate Justice of the United States Court of Appeals 


for the District of Columbia Circuit 

The happy participation of an alien population in the 
social, economic and political life of a nation requires 
the exercise of skillful diplomacy, as well as farsighted 
social engineering. Legislation affecting aliens has 
ranged from the extreme of altruistic benevolence, on the 
one hand, to severe repression on the other. Such legis- 
lation exists in several of the states. The laws of Cali- 
fornia, perhaps, provide the most striking illustration of 
these extremes. 

For example, several years ago the State of California 
created a Commission of Immigration and Housing, the 
purpose of which, according to one of its annual reports, 
was “. . . to study the condition, welfare and industrial 
opportunities of all immigrants arriving and being with- 
in the State, and to devise methods whereby their handi- 
caps due to lack of knowledge of our laws, customs and 
language might be removed, so that in a short time they 
can become citizens and an asset to the community in 
which they live.” The report continues: “The immi- 

* This article was originally delivered as an address before the American Bar 
Association, San Francisco, California, July 11, 1939, and has been revised for 
publication in this form. 


+ The author was attorney and executive officer of the California State Com- 
mission of Immigration and Housing, 1920-21. 
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grant is usually, through lack of funds, forced to live in 
the poorest sections of our cities. This was the reason 
for placing the enforcement of the State Housing Act 
with the Commission. The duty of improving condi- 
tions in labor camps was also given the Commission be- 
cause surveys showed that more than half of the workers 
living in them were aliens.” * 

The philosophy underlying this benevolent approach 


is well expressed in another report of the same Commis- 
sion, where it is said: * 


As a sovereign nation, we have the indubitable right to admit 
to our shores those whom we desire and to exclude any and all 
if we choose. But, once admitting a man either for sentimental 
reasons or because we believe he will prove of economic benefit 
to us, we have taken on an obligation to treat him decently, to 
protect him from exploitation and abuse, and to do all those 
things that tend to remove his peculiar handicaps and that tend 
to give him an equal opportunity with his neighbor. To give 
expression to this theory, the Commission of Immigration and 
Housing was formed. 

But, also, the experience of the Commission has shown that a 
unique opportunity is at hand to build here, consciously and de- 
liberately, a new nation that shall embody the best of all national 
cultures, ancient and modern, giving to it the advantages which 
no other nation can enjoy. 


By way of example, on the other side of the picture, 
California has prohibited—with certain minor excep- 
tions—the employment of aliens “in any department of 
the state, county, city and county or city government” in 
the State,* or upon public works;* has imposed a poll 
tax on aliens;° has prohibited them from fishing; ° has 
made it a crime for them to possess firearms; ‘ and it has 


1 First BIENNIAL REPORT OF THE DEPARTMENT OF INDUSTRIAL RELATIONS 
(1927-1930) 181. 


2 THe ANNUAL REPORT OF THE COMMISSION OF IMMIGRATION AND HouSING 
oF CALIFORNIA (January 1921) 10. 

3 Stats. (1915) c. 417, amended Stats. (1921) c. 366. 

4 Stats. (1931) c. 398. 

5 Stats. (1929) p. 613, §§ 3839-3856, declared unconstitutional. Ex parte 


Heikich Terui, 187 Cal. 20, 200 Pac. 954 (1921); Ex parte Kotta, 187 Cal. 27, 
200 Pac. 957 (1921). 


6 Stats. (1880) p. 123, declared unconstitutional. Jn re Ah Chong, 5 Pac. 
Coast L. J. 451. 


7 Stats. (1923) p. 692, §2, amended Stats. (1931) p. 2316. 
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severely restricted the rights of aliens—not eligible to 
citizenship—to own land.* This restriction forbids own- 
ership of land by aliens ineligible to citizenship, except 
to the extent allowed by treaty; it forbids leasing of 
agricultural land; ° it forbids such aliens to act as guard- 
ians of that portion of a minor’s estate which consists of 
property which an alien himself could not hold; *° it for- 
bids their ownership of stock in corporations authorized 
to hold agricultural land;* it requires reports to be filed 
concerning real property held in trust for such aliens; it 
provides that transfers made to avoid escheat are inef- 
fective and may constitute conspiracies;* and that real 
property or interests therein held in violation of the law 
shall escheat to the State.** To be sure that the law was 
strictly enforced the California statute further provided 
that it should be the duty of each grand jury to investi- 
gate and inquire into all sales and transfers of land, and 
into the ownership of land and to direct that proper es- 
cheat proceedings be commenced. The United States 
Supreme Court has held that the law is valid and that it 
prevents the occupancy of land by such an ineligible 
alien, even under a so-called “cropping contract,” which 
purports to give a limited right to occupancy for the pur- 
pose of cultivating and harvesting crops thereon.”* 

Much has been said and written concerning these Cali- 
fornia land laws, apparently without knowledge of their 
ancient lineage in this and other countries, or of the paral- 
lel developments in other States. 


8 Stats. (1921) p. Ixxxiii. 


® Held constitutional. Porterfield v. Webb, 263 U. S. 225, 44 Sup. Ct. 21, 
68 L. ed. 278 (1923). 


10 Held unconstitutional. Jn re Tetsubumi Yano’s Estate, 188 Cal. 645, 206 
Pac. 995 (1922). 


11 Held constitutional. Frick v. Webb, 263 U. S. 326, 44 Sup. Ct. 115, 68 
L. ed. 323 (1923). 


12 Stats. (1921) p. Ixxiii, § 10, amended Stats. (1923) p. 1020. 
13 Stats. (1921) p. Ixxxvii, amended Stats. (1923) p. 1020. 
14 Cal. Penal Code, § 931. 

(192 — v. O’Brien, 263 U. S. 313, 322-324, 44 Sup. Ct. 112, 68 L. ed. 318 
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Edwin M. Borchard has summarized the international 
law upon the subject of land ownership as follows: ** 


In the attribution of substantive rights international law leaves 
to each state the widest range of liberty, and seeks to limit that 
liberty only when the method of depriving the alien of what he 
has (a) strikingly violates the municipal law, (b) constitutes a 
discriminatory affront, or (c) assuming equality between alien 
and national, is so shockingly brutal that the universal sense of 
civilized justice is offended. Needless to say, very few acts of 
state can ever be deemed to fall within (c), and certainly the 
nondiscriminatory diminution or even expropriation without 
compensation of private property is not among them. The un- 
impaired possession of private property, after what the world 
has seen since 1919, can hardly any longer be deemed an inherent 
element of “civilized justice,” if it could ever have been so con- 
sidered. Aliens were once denied the right to own property, 
and to this day many rights of property are commonly denied 
them. ... 

. . . Generalizations to the effect that international law does 
not permit any taking or impairment of private property of 
aliens without full compensation must be taken cum grano salis 
and with so many (police power) qualifications that they are 
deprived of all value. 


By way of illustrating the general acceptance of this 
point of view Mr. Borchard continues—in terms of a re- 
cent well known international episode: “The American 
objection to the Mexican legislation was to its retro- 
activity, not to the principle of restriction.” 

The common law rule upon the subject has been suc- 
cinctly stated by the Supreme Court of the United States 
as follows:** “At common law, aliens, though not per- 
mitted to take land by operation of law, may take by the 
act of the parties; but they have no capacity to hold 
against the state, and the land so taken may be escheated 
to the state.” Hence, although an alien could not take 
land by descent, he could take by purchase, and in this 
respect no distinction was made between a grant or a de- 
vise."* The estate vested in the alien, though for the 


16 (1932) 26 Am. J. Int. L. 925-926. 
17 Webb v. O’Brien, supra note 15. 
18 The common law right to take by purchase or devise applies to alien 


enemies as well as to alien friends. Fairfax v. Hunter’s Lessee, 7 Cranch 603, 
619-620, 3 L. ed. 453 (U. S. 1813). 
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benefit of the state which alone could seize it. Until it 
was so seized the alien could occupy the land and exer- 
cise complete dominion over it.” 

The process used for escheating land is by “office 
found,” a procedure by which “the fact of alienage is 
authoritatively established by a public officer, upon an 
inquest held at the instance of the government,” “or upon 
the denouncement of a private citizen.” * This proce- 
dure is one of great antiquity. Of it the Supreme Court 
has said: * 


That an alien can take by deed, and can hold until office 
found, must now be regarded as a positive rule of law, so well 
established that the reason of the rule is little more than a sub- 
ject for the antiquary. It no doubt owes its present authority, 
if not its origin, to a regard to the peace of society and a desire 
to protect the individual from arbitrary aggression. Hence it 
is usually said, that it has regard to the solemnity of the livery 
of seisin, which ought not to be divested without some corre- 
sponding solemnity. But there is one reason assigned by a very 
judicious compiler, which, from its good sense and applicability 
to the nature of our government, makes it proper to introduce 
it here. I copy it from Bacon, not having had leisure to examine 
the authority which he cites for it: ‘Every person,’ says he, ‘is 
supposed a natural born subject that is a resident in the kingdom 
and that owes a local allegiance to the king, till the contrary be 
found by office.’ . . 


SIC OE ER TRRE EI Se 


PH 


The Federal government has uniformly, except for 
minor exceptions, applied the rule of restriction against 
alien ownership. The restriction is found in legislation 


19 Fairfax v. Hunter’s Lessee, supra note 18; Governeur v. Robertson, infra 
note 21; Manuel v. Wulff, infra note 20; Ripley v. Sutherland, 59 App. D. C. 
273, 40 F. (2d) 785 (1930); cert. den. 282 U. S. 865, 51 Sup. Ct. 40, 75 L. ed. 
765 (1930). 

20 Phillips v. Moore, 100 U. S. 208, 212, 25 L. ed. 603 (1879); cf. Manuel 
v. Wulff, 152 U. S. 505, 14 Sup. Ct. 651, 38 L. ed. 532 (1894) and McKinley 
Creek Mining Co. v. Alaska United Mining Co., 183 U. S. 563, 22 Sup. Ct. 
84, 46 L. ed. 331 (1902) which hold that the alien’s possession of a mining 
claim location can be challenged only by the government. 

21 McKinley Creek Mining Co. v. Alaska United Mining Co., supra note 20, 
quoting from Governeur v. Robertson, 11 Wheat. 332, 3 L. ed. 362 (U. S. 
1826) ; and citing Manuel v. Wulff, supra note 20. 

22 Fairfax v. Hunter’s Lessee, supra note 18 at 621: “The principle is 
founded upon the ground, that as the freehold is in the alien, and he is tenant 
to the lord of whom the lands are holden, it cannot be devested out of him 
but by some notorious act by which it may appear that the freehold is in an- 
other; 1 Bac. Apr. ALIEN c. p. 133.” 
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governing its grants of land for homesteads;* although 
the limitation has been expressed in terms only of aliens 
eligible to citizenship who had not filed declarations of 
intention to become citizens, and an exception has been 
made in favor of a female homesteader who married an 
alien.** The special acts, authorizing soldiers, seamen, 
marines and other service men to receive patents for 
public lands, contain no limitation based on alienage.”* 
The same limitations were applied, however, in laws gov- 
erning stock-raising homesteads; sales of timber and 
stone lands; * desert land entries; ** reclamation district 
entries; grants in aid of railroads and wagon roads;*° 
swamp lands;* and mining entries.” In some instances 
the federal law has limited acquisition of rights in public 
lands to citizens alone, as for example in the case of 
underground water reclamation grants.” In interpret- 
ing such legislation the Supreme Court has said:™ 
“Congress expressly limited the privileges granted by the 
Act of 1887 to citizens of the United States or those who 
had declared their intention to become such. It ex- 
cluded aliens, and in so doing acted in harmony with the 
general scope of public land legislation.” 

A reflection of modern trends and international prob- 
lems appears in the law relating to leases of government 


23 26 Stat. 1097 (1891), 43 U. S. C. § 161 (1934). As originally enacted in 
ad oll contained the limitation which still appears in the section here re- 
err 

24 38 Stat. 740 (1914), 43 U. S. C. § 168 (1934). 

25 31 Stat. 847 ‘ge 43 U. ¢ {- "$271 y meg 9 Stat. 126 (1847), 9 Stat. 
i yaaa 43 U. C. §791 (1934); 10 Stat. 4 (1852), 43 U. S. C. §793 

26 39 Stat. 862 (1916), 43 U. S. C. §291 (1934). 

27 20 Stat. 89 (1878), 43 U S. Ae Ady: wie? 


2819 Stat. 377 (1877), 43 U. rt (1934). 
29 32 Stat. 388 1902). 43 U.S C. § 432 (1934); 37 Stat. 265 (1912), 43 
U. S. C. §541_(19 


8024 Stat. 557 (1887), 43 U. S. C. §897 (1934); Clark v. Herington, 186 
U. S. 206, 22 Sup. Ct. 872, + L. ed. 1128 (1902); United States v. Southern 
Pac. R. R., 88 Fed. 832 (C. S. D. Cal. 1898); United — v. Southern 
Pac. R. R., 184 U. S. 49, B Sup Ct. 285, 46 L. ed. 425 (190 

3142 Stat. 992 (1922), 43 U. S. C. § 992 (1934); 43 ery 951 (1925), 43 
U.S. C. § 993 (1934); 43 Stat. 1013 (1925), 43 U. S.C. er bonis 

8217 Stat. 91 (1872); 41 Stat. 437 (1920), 30 U. S. C. §22 (1934). 

33 41 Stat. 293 (1919), 43 U. S. C. §351 (1934); 41 Stat. 294 (1919), 43 
U. S. C. $355 (1934). 

84 United States v. Southern Pac. R. R., supra note 30. 
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land containing coal, phosphate, sodium, oil, oil shale, 
or gas, passed in 1920,*° which provides for disposition 
of such lands and deposits “to citizens of the United 
States, or to any association of such persons, or to any 
corporation organized under the laws of the United 
States. . . . Citizens of another country, the laws, cus- 
toms, or regulations of which, deny similar or like privi- 
leges to citizens or corporations of this country, shall not 
by stock ownership, stock holding, or stock control, own 
any interest in any lease acquired under the provisions 
of said sections.” 

It appears from an opinion rendered by the Solicitor 
of the Department of the Interior, under date of April 2, 
1936, that the proviso last quoted has been the subject of 
much correspondence and discussion; and that the De- 
partment of State has conducted negotiations with the 
Netherland Government leading to an understanding as 
follows: 

The Netherland Government has given to the Government of 
the United States assurances that its law and policy are such as 
will permit participation of American interests in the oil [sic] 
in the development of oil lands of the Dutch East Indies. The 
Government of the United States has in turn informed the 
Netherland Government that it recognizes the Netherlands as a 
reciprocating State within the terms of the Mineral Leasing Act 
of February 25, 1920. 

The opinion of the Solicitor also indicates that the De- 
partment of the Interior in 1931 “authorized the issuance 
of an oil and gas lease to the York Montana Oil Com- 
pany, a corporation organized under the laws of Mon- 
tana but whose stock was almost wholly owned by citi- 
zens of Manitoba,” on the theory that citizens of the 
United States were not denied similar privileges in 
Manitoba. 

In addition to the long continued policy maintained in 
its public land legislation, Congress has passed a series 
of acts relating to land holding in the District of Colum- 





35 Act of February 25, 1920, 41 Stat. 437 (1920), 30 U. S. C. §181 (1934). 
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bia and in the territories, in which, again, appear re- 
peated limitations upon land ownership by aliens. For 
example, it is provided, generally, that “No alien or per- 
son who is not a citizen of the United States, or who has 
not declared his intention to become a citizen of the 
United States in the manner provided by law shall ac- 
quire title to or own any land in any of the Territories of 
the United States except as hereinafter provided.” * Ex- 
ceptions to the general prohibition are: 


1. Cases in which the rights are secured by treaty, in 
which cases such rights “shall continue to exist so long 
as such treaties are in force, and no longer.” ” 

2. Land acquired by aliens on or before March 3, 1887, 
so long as it is held by the then owners, their heirs or 
legal representatives.” 

3. Land owned by an alien who shall become a bona 
fide resident of the United States, or shall have declared 
his intention to become a citizen thereof.” 


a. If such a resident alien ceases to be a bona fide resi- 
dent he shall have ten years thereafter in which to 
alienate the land.*° 


4. Lots or parcels of land in incorporated municipali- 
ties, or in any mine or mining claim.* 

5. Interests acquired in land by inheritance; or in the 
ordinary course of justice in the collection of debts; or 
liens on realty to assure money loaned. All lands thus 
acquired must be sold within ten years after title is per- 
fected or the same shall escheat to the United States and 
be forfeited.” 

6. Any alien who holds land in contravention of statute 
may convey good title at any time before escheat proceed- 


36 29 Stat. 618 (1897), 8 U. S. C. §71 (1934). 
87 Supra note 36. See Geofroy v. Riggs, 133 U. S. 259, 10 Sup. Ct. 295, 33 
L. ed. 642 (1890). 

8829 Stat. 618 (1897), 8 U. S. C. §72 (1934). 

39 [bid. 

40 Jbid. 

41 [bid. 

4229 Stat. 618 (1897), 8 U. S. C. §73 (1934). 
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ings are instituted. If such conveyance is made to an 
alien or to a citizen of the United States in trust with in- 
tent to evade the statute, such conveyance shall be null 
and void and such lands shall be forfeited and escheat to 
the United States.” 

7. It is the duty of the Attorney General to institute 
in behalf of the United States, in the district court of the 
Territory, escheat proceedings. Before such suit is 
brought 90 days notice shall be given to the owner of the 
land, or the person who last rendered the same for taxa- 
tion, or his agent, and to all other persons having an in- 
terest in the land.* 

So careful was Congress to preserve the policy of citi- 
zen ownership of lands, that after making this careful 
provision of conditions for alien land ownership, it added 
a special provision, to the effect that the foregoing sec- 
tions should not “. . . in any manner be construed to 
authorize aliens to acquire title from the United States 
to any of the public lands of the United States or to in 
any manner affect or change the laws regulating the dis- 
posal of the public lands of the United States.” *° 

For the Territory of Hawaii, Congress has established 
additional restrictive limitations upon land ownership or 
control beyond those provided for the rest of the Terri- 
tories.*° 

Congress enacted also two statutes with regard to alien 
land holding in the District of Columbia; one in 1887, 
which is closely similar in its provisions to the sections 
relating to the Territories, except that it does not give the 
right of land ownership to bona fide residents of the Dis- 
trict,*’ as do the statutes relating to the Territories; the 
second, in 1905, which in express terms provides that 
aliens in the District shall have the same rights and privi- 


43 29 Stat. 618 (1897), 8 U. S. C. §74 (1934). 

4429 Stat. 619 (1897), 8 U. S. C. §75 ioe4. 

4529 Stat. 619 (1897), 8 U.S. C. §77 ( 

46 42 Stat. 117, 118 (1921), 8 U. S. C. or 84 (1934). 
47 24 Stat. 476 (1887), 8 U. S. C. §79 (1934). 
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leges concerning land as aliens in the Territories.“* An- 
other special legislative limitation for the District of Co- 
lumbia, prohibits land ownership therein by any corpora- 
tion or association of which over 50% of the stock is or 
may be owned by persons, corporations or associations 
not citizens of the United States. And still another 
section of the statute exempts, from all the restrictions 
above set out, legations, and residences of representatives 
of foreign governments or attaches thereof.” 

Another important federal instrumentality for law 
making concerning alien land ownership is found in the 
treaty-making power. It is not necessary for the pur- 
poses of the present inquiry to consider treaty-granted 
rights respecting lands and buildings used for consular 
or other diplomatic purposes.” For our purposes it is 


48 33 Stat. 733 (1905), 8 ~ S. C. §78 (1934). See Larkin v. Washington 
Loan and Trust Co., 58 App. D. C. 391, 31 F. (2d) 635 (1929); cert. den. 279 
U. S. 867, 47 Sup. Ct. 481, 73 1. ey 1004 (1929). 

4924 Stat. 477 (1887), 8 re C. §80 (1934). 

5025 Stat. 45 (1888), 8 U. = § 82 (1934). 

51 The situation varies ad &. to the law of the particular country as well 
as the treaty relationships in each case. In Panama, for instance, the Constitu- 
tion prevents a foreign government from owning real property. Hence, it is 
necessary for the United States Government to lease its buildings there. In 
Liberia, there is a general law restricting the rights of aliens to hold land. This 
has been applied against foreign governments and, consequently, it is necessary 
to acquire property only by lease. In England, foreign governments are also 
forbidden to hold property. This has been applied even to the British Do- 
minions. The United States holds its property in England through trustees, 
three in number. If the Secretary of State had been a corporation sole then 
he could have taken the property in his own name. Some countries expressly 
provide for ownership of land for foreign legations, etc. Thus, in Venezuela 
and Colombia, a foreign government may own land for legations and, in the 
case of Venezuela, for embassies, but are expressly forbidden to own land for 
other purposes. 

The United States has treaties with Poland (Treaty of 1931, art. XVIII, 
48 Stat. 1507, 1525) and with Finland (Treaty of 1934, art. XXI, 49 Stat. 2659, 
2675) which expressly give the contracting governments the right to acquire 
and own land and buildings required for diplomatic or consular premises. It 
has treaties with other countries which, while not expressly giving the parties 
the right to acquire and own land, impliedly confer that right by exempting 
lands and buildings owned by the contracting governments from taxation. There 
are such treaties with Germany (Treaty of 1923, art. XIX, 44 Stat. 2132, 2149), 
Honduras (Treaty of 1927, art. XVIII, 45 Stat. 2618, 2632), Latvia (Treaty 
of 1928, art. XIX, 45 Stat. 2641, 2648), Cuba (Treaty of 1926, art. VI, 44 Stat. 
2471, 2474), Hungary (Treaty of 1925, art. XVI, 44 Stat. 2441, 2456), El Sal- 
vador (Treaty of 1926, art. XVII, 46 Stat. 2817, 2830), Estonia (Treaty of 
1925, art. XVIII, 44 Stat. 2379, 2385). 

The Department of State has worked out the problem, in one way or another, 
in all cases, so that this country can have diplomatic and consular headquarters 


in “4 foreign countries. No compilation of material on the question has been 
foun 
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sufficient only to note that treaties constitute the supreme 
law of the land and any conflicting law of a state must 
yield.” Equally important, however, is the fact that in 
the absence of a treaty, the state has full power to legis- 
late upon the subject of land ownership.” “In the ab- 
sence of a treaty to the contrary, the state has power to 
deny to aliens the right to own land within its borders.” ™ 
This state power is recognized in spite of the fact that 
Congress has exclusive jurisdiction over immigration, 
naturalization and the disposal of the public domain.” 

Several decisions of the Supreme Court have consid- 
ered the California Alien Land Law and have upheld its 
various provisions, on the theory that there was no con- 
flict between them and provisions of existing treaties.” 
The Supreme Court has also upheld a Washington stat- 
ute which excludes from the privilege of land ownership 
all aliens who have failed to declare their intention of 
becoming citizens, even though this necessarily excludes 
aliens ineligible for citizenship.” 

The statutes of other states have been challenged sev- 
eral times on the ground that they violate the due process 
clause and equal protection clause of the Fourteenth 
Amendment. This contention has been rejected, how- 
ever, by the Supreme Court.” The Court distinguished 
cases in which it had previously held that laws im- 
pairing the right to work for a living in the common 
occupations of the community did violate the Fourteenth 


Amendment.” In Terrace v. Thompson, it said: “The 


52 Santovincenzo v. Egan, 284 U. S. a 40, 52 = Se. Ct. 81, 76 L. ed. 156 
(1931) ; Hauenstein vy. Lynham, 100 U. S 483, 488 , 29 L. ed. 628 (1879). 
ma Blythe v. Hinckley, 180 U. S. 333, 340- 341, 21 ‘Sup. Ct. 390, 45 L. ed. 557 


1 

54 Webb v. O’Brien, supra note 15 at 321-322; —— v. Thompson, 263 
U. S. 197, 217, 44 Sup. Ct. 15, 68 L. ed. 255 (1923 

55 Terrace v. Thompson, supra note 54. 

56 Webb v. O’Brien, supra note 15; Porterfield v. Webb, supra note 9; Cock- 
rill v. California, 268 U. S. 258, 45 Sup. Ct. 490, 69 L. ed. 944 (1925). 

57 Terrace v. Thompson, supra note 54 at 219. 

58 Webb v. O’Brien, supra note 15; Terrace v. Thompson, supra note 54 at 
218-222; Porterfield v. Webb, supra note 9. 

58 Truax v. Raich, 239 U. S. 33, 36 Sup. Ct. 7, 60 L. ed. 131 (1915); Asakura 
v. Seattle, 265 U. S. 332, 44 Sup. Ct. 515, 68 L. ed. 1041 (1924). 
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Fourteenth Amendment, as against the arbitrary and ca- 
pricious or unjustly discriminatory action of the State, 
protects the owners in their right to lease and dispose of 
their land for lawful purposes and the alien resident in 
his right to earn a living by following ordinary occupa- 
tions of the community, but it does not take away from 
the State those powers of police that were reserved at the 
time of the adoption of the CONSTITUTION.” . . . In the 
case before us, the thing forbidden is very different. It 
is not an opportunity to earn a living in common occupa- 
tions of the community, but it is the privilege of owning 
or controlling agricultural land within the State. The 
quality and allegiance of those who own, occupy and use 
the farm lands within its borders are matters of highest 
importance and affect the safety and power of the State 
itself.“ . . . The alien’s formally declared bona fide in- 
tention to renounce forever all allegiance and fidelity to 
the sovereignty to which he lately has been a subject, and 
to become a citizen of the United States and permanently 
to reside therein markedly distinguishes him from an in- 
eligible alien or an eligible alien who has not so declared. 
. . . The inclusion of good faith declarants in the same 
class with citizens does not unjustly discriminate against 
aliens who are ineligible or against eligible aliens who 
have failed to declare their intention. The classification 
is based on eligibility and purpose to naturalize. . 
Congress is not trammeled, and it may grant or withhold 
the privilege of naturalization upon any grounds or with- 
out any reason, as it sees fit. But it is not to be supposed 
that its acts defining eligibility are arbitrary or unsup- 
ported by reasonable considerations of public policy. 
60 Terrace v. Thompson, supra note 54 at 216-217. See also, Barbier v. Con- 
nolly, 113 U. S. 27, 31, 58 Sup. Ct. 361, 28 L. ed. 923 (1885) ; Mugler v. Kan- 
sas, 123 U. S. 623, 663, 8 Sup. Ct. 273, 31 L. ed. 205 (1887); Powell v. Penn- 
sylvania, 127 U. S. 678, 683, 8 Sup. Ct. 992, 32 L. ed. 253 (1888) ; In re Kemm- 
ler, 136 U. S. 436, 449, 10 Sup. Ct. 930, 34 L. ed. 519 (1890) ; Lawton v. Steele, 
152 U. S. 133, 136, 14 Sup. Ct. 499, 38 L. ed. 385 (1894) ; ‘Phillips v. Mobile, 


208 U. S. 472, 479, 28 Sup. Ct. 370, 52 L. ed. 578 (1908) ; Hendrick v. Mary- 
land, 235 U. S. 610, 622, 623, 35 Sup. Ct. 140, 59 L. ed. 385 (1915). 


61 Terrace v. Thompson, supra note 54 at 221. 
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The State properly may assume that the considerations 
upon which Congress made such classification are sub- 
stantial and reasonable. . . . State legislation applying 
alike and equally to all aliens, withholding from them the 
right to own land, cannot be said to be capricious or to 
amount to an arbitrary deprivation of liberty or property, 
or to transgress the due process clause.” ™ 

A review of the compilation of state laws contained in 
a well known legal digest reveals that in more than thirty 
states of the Union aliens have practically the same rights 
in respect to real property as citizens of the United 
States. ‘There are, however, some minor restrictions in 
many of these states. Thus, in some the right is restricted 
to alien friends or aliens who are not enemies.“ In 
others, the alien must be a resident of the state’ or of the 
United States. In several of these states, the area of 
the land is restricted.“ In seven states, all in the Western 
part of the United States, an alien may acquire property 
rights only if he is eligible to citizenship.“ In Montana, 
however, an ineligible alien may take and hold mines 
and mining property. He may also take by inheritance 
or in good faith under a mortgage foreclosure, or in ordi- 
nary course of justice in collection of debts, but only for 
12 years. Kansas permits acquisition of land in good 
faith in satisfaction of mortgage or lien but the holding 


62 Terrace v. Thompson, supra note 54 at 218. 

63 Alabama; Arkansas; Colorado; Connecticut; Delaware; Florida; Georgia; 
Indiana; Louisiana; Maine; Maryland; Massachusetts; Michigan; Mississippi; 
Nevada; New Hampshire; New Jersey; New York; North Carolina; North 
Dakota; Ohio; Pennsylvania; Rhode Island; South Carolina; South Dakota; 
Tennessee; Utah; Vermont; Virginia; West Virginia; Wisconsin; Wyo- 
ming; Iowa. 
wae Georgia; Maryland; New Jersey; New York; Pennsylvania; Vermont; 

irginia. 

85 Mississippi; New Hampshire; Nevada (excludes nonresident Chinese 
only) ; South Dakota; Wisconsin (nonresident aliens restricted to 320 acres) ; 
Iowa (but may enforce lien and hold 10 years). 

66 Connecticut (unless otherwise provided by treaty, or unless land is used for 
quarrying and mining). 

67 Indiana (limited to 320 acres; all over escheats unless sold in five years) ; 
South Carolina (500 acres; if more be acquired by mortgagee at foreclosure, it 
must be sold within 5 years); Wisconsin (nonresident limited to 320 acres) ; 
Pennsylvania (alien whose sovereign is not at war with United States can pur- 
chase only up to 5,000 acres and not to exceed $20,000 in net annual income). 

68 Arizona; California; Idaho; Kansas; Montana; New Mexico; Oregon. 


2 
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may be for only two years. The laws of Texas, Okla- 
homa, Nebraska, Minnesota and Illinois place varying 
restrictions upon alien land ownership. Under the laws 
of three states, Washington, Missouri and Kentucky, an 
alien, to be capable of land ownership, must have de- 
clared his intention to become a citizen of the United 
States. Missouri, however, makes an exception in the 
case of inheritance and in collection of debts. The State 
of Washington permits an alien—ineligible for citizen- 
ship—to hold land acquired by inheritance, under mort- 
gage, or in good faith in ordinary course of justice in col- 
lection of debts, but after 12 years such land, if still 
owned by the alien, is forfeited. In order to avoid eva- 
sion of the law, Washington prohibits the creation of a 
trust for an alien, and there is a presumption that the 
minor child of an alien who takes title to property does 
so in trust for the alien parent. In New York, an alien 
cannot be appointed a trustee under a will, an executor, 
administrator or guardian. In Idaho he cannot be ap- 
pointed a guardian or trustee of an estate consisting of 
real estate. In Kansas and Oregon, this restriction ap- 
plies to the guardianship of a minor’s estate and in Cali- 
fornia to the guardianship of any estate consisting of real 
estate. In the District of Columbia an alien will not be 
granted letters testamentary or of administration. 

In some States in which aliens are ineligible to acquire 
and hold real property, corporations, the majority of 
whose stock is owned by such aliens, are likewise subject 
to the restrictions.” In Minnesota, corporations or asso- 
ciations, 20% of whose stock is or may be owned by per- 
sons, corporations or associations not citizens of the 
United States are prohibited from acquiring, holding, or 
owning real estate. In Wisconsin, a corporation in which 
over 20% of the stock is owned by nonresident aliens may 


69 California; Kansas; Oregon ; Washington; New Mexico; Idaho; Ari- 
zona; Iowa; South Carolina (may own not more than 500 acres; same re- 
striction as upon alien individuals) ; Texas. 
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not acquire more than 320 acres of land by purchase. In 
Nebraska, in addition to the restriction against majority 
ownership of stock, corporations organized to hold real 
estate (with certain exceptions) may not elect aliens as 
directors or trustees in numbers sufficient to constitute a 
majority of the board or as executive officers or managers. 

It would require an extensive treatise to give the details 
of laws governing land ownership by aliens in the various 
countries of the world. Again, for convenience and in- 
terest, the following summary generalizations are set 
forth, based on a well known legal digest. The majority 
of countries confer civil rights upon aliens and give to 
them the right to hold property.’’ In other countries, 
aliens are given the same civil rights or legal position as 
citizens, without mention of the right to acquire or hold 
property.” In still other countries aliens may hold 
property but for limited purposes only. In some coun- 
tries, aliens are excluded entirely from acquiring or hold- 
ing real property unless the Government consents there- 
to, or unless certain conditions are complied with.” In 
Turkey, Syria and Japan, aliens are permitted to acquire, 
hold and deal with property only if there is reciprocity 
with the country to which the alien belongs. By the laws 
of some countries, aliens are forbidden to acquire and 
hold land within a certain area along the frontiers.” In 
Mexico, this prohibition extends to membership in a 
Mexican company acquiring the ownership of lands 

70 This is true of Venezuela; Argentina; Puerto Rico; Canal Zone; Hon- 
duras; Scotland; Northern Ireland; Nicaragua; New Zealand; Ireland; 
Guatemala; Chile; Colombia; Costa Rica; Cuba; Denmark; Dominican Re- 
public (at least as to right to inherit); El Salvador; Ecuador; England; 
Philippines (except as to public lands and mining claims) ; Roumania (except 
rural estates); Union of South Africa (Asiatics are excluded in certain parts 
of the country) ; and Canada and its provinces. See also the laws of France. 

71 Italy and Hungary fall within this category. This probably means per- 
sonal rights. 

72 Into this class fall: Mexico; Sweden; Bermuda; Poland; Norway; Fin- 
land (aliens are excluded entirely in the province of Viipuri); and Germany 
(in some states). 

73 Within this class fall Mexico; Peru; Guatemala; and Yugoslavia. Yugo- 
slavia, however, permits the alien to acquire and hold lands within the area if 


there is reciprocity and special consent of the government, or if land is acquired 
by inheritance. 
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within such areas. In some cases foreign governments 
are expressly forbidden to acquire and hold land except 
for embassies, legations, and similar purposes.* In other 
countries foreign corporations are excluded from owner- 
ship or control of real property unless necessary sanction 
is obtained.” In Mexico, aliens cannot hold an interest 
in a Mexican company owning property forbidden to 
aliens, unless certain conditions are met, and in no event 
can aliens acquire a total of over 50% of control of a com- 
pany holding property for agricultural purposes. It is 
of interest to note that in many countries, aliens have 
very limited rights in respect to corporations.” 

Full consideration of the varying forms and provisions 
of treaties existing between the United States and other 
nations respecting alien acquisition and ownership of 
rights in land would require another equally long trea- 
tise. The following rather summary generalizations may 
be interesting. Treaties existing between the United 
States and several foreign countries “ provide that where, 
on the death of a person holding immovable property 
within the territory of the contracting parties such prop- 
erty would pass to a national of the other country, were 
he not an alien, such national (alien) shall be allowed a 
term of three years in which to sell the same, which term 
can be reasonably prolonged if circumstances render 
such action necessary. The proceeds may be withdrawn 
without restraint or interference, and without payment of 
any charge other than that imposed on citizens. Another 


74 Venezuela; Colombia. 

75 Sweden; Bermuda; Mexico. 

76 Japan; Sweden; Finland. 

77 The United States has treaties of this nature with the following countries: 
El Salvador (Treaty of 1926, art. IV, 46 Stat. 2817, 2820), Estonia (Treaty of 
1925, art. IV, 44 Stat. 2379, 2380), Finland (Treaty of 1934, art. IV, 49 Stat. 
2659, 2662), Germany (Treaty of 1923, art. IV, 44 Stat. 2132, 2135), Great 
Britain (including the dominions, colonies and possessions) (Treaty of 1899, 
art. I, 31 Stat. 1939, 1939), Guatemala (Treaty of 1849, art. XI, 10 Stat. 873, 
877), Irish Free State (Treaty of 1899, art. I, 31 Stat. 1939, 1939), Latvia 
(Treaty of 1928, art. IV, 45 Stat. 2641, 2642), Honduras (Treaty of 1927, art. 
IV, 45 Stat. 2618, 2620), Hungary (Treaty of 1925, art. IV, 44 Stat. 2441, 2443), 
Norway (Treaty of 1928, art. IV, 47 Stat. 2135, 2138), Poland (Treaty of 1931, 
san). 48 Stat. 1507, 1510), Spain (Treaty of 1902, art. III, 33 Stat. 2105, 
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type of treaty provides that if heirs are prevented from 
entering into possession on account of being aliens (which 
is the common law prohibition), there shall be granted 
to them the longest period allowed by law to dispose of 
the property and to withdraw the proceeds.” A number 
of treaties contain provisions giving the nationals of the 
contracting parties the right “to own, erect or lease and 
occupy appropriate buildings and to lease lands for resi- 
dential, scientific, religious, philanthropic, manufactur- 
ing, commercial and mortuary purposes.” ” The treaty 
with Japan, signed February 21, 1911, permits citizens of 
the contracting parties “to lease land for residential and 
commercial purposes” and “to own or lease and occupy 
houses, manufactories, warehouses and shops.” Some 
treaties contain a “most-favored-nation” provision, giv- 
ing to the subjects and citizens of the contracting parties 
rights which have been or may be accorded to the citi- 
zens or subjects of the most-favored-nation.” The treaty 
with Argentina gives the nationals of the contracting 
parties the same rights as native citizens in respect to ac- 
quiring and disposing of property either by sale, ex- 
change, donation or testament, or in any other manner 
whatsoever. 


In some treaties, it has been provided that citizens of the 
foreign country may enjoy the right of acquiring and pos- 
sessing real property in all States of the Union in which 
aliens are permitted to acquire and possess such property. 
The treaty with France, signed on February 23, 1853, and 


78 Such a treaty was signed by the United States and Bolivia on May 13, 
1858, and is still in force. 12 Stat. 291, 298 (1858). 


79 Such provisions are included in the treaties existing between the United 
States and the following countries: El Salvador (Treaty of 1926, art. I, 46 
Stat. 2817, 2818), Estonia (Treaty of 1925, art. I, 44 Stat. 2379, 2379), Finland 
(Treaty of 1934, art. I, 49 Stat. 2659, 2660), Germany (Treaty of 1923, art. I, 
44 Stat. 2132, 2133), Honduras (Treaty of 1927, art. I, 45 Stat. 2618, 2619), 
Hungary (Treaty of 1925, art. I, 44 Stat. 2441, 2441), Latvia (Treaty of 1928, 
art. I, 45 Stat. 2641, 2641), Poland (Treaty of 1931, art. I, 48 Stat. 1507, 1508). 

80 The treaties existing between the United States and Great Britain (Treaty 
of 1899, art. V, 31 Stat. 1939, 1940), Yugoslavia (Treaty of 1881, art. II, 22 Stat. 
963, 964), Sweden (Treaty of 1910, art. XIV, 37 Stat. 1479, 1488), Irish Free 
State (Treaty of 1899, art. V, 31 Stat. 1939, 1940) contain such a provision. 
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still in force, makes such a provision.“ It also gives 
American citizens the same rights of possession and in- 
heritance in France as French citizens have. The treaty 
with Switzerland also contains a similar provision, and 
limits the rights of American citizens in Switzerland like- 
wise, according to the individual laws of the Cantons of 
the Swiss Confederation.” The treaty with Switzerland, 
however, contains an additional provision, absent in the 
treaty with France, 1.e., that should the State or Canton 
not permit aliens to hold real property, the heir or his 
successor shall be accorded such terms as the laws of the 
State or Canton permit, to sell his property and he shall 
be at liberty to withdraw the proceeds. By way of con- 
trast, our treaty with China gives to Americans the privi- 
lege of acquiring lands in China but gives no similar 
rights to Chinese in the United States. 

The treaty between the United States and Siam, signed 
on November 13, 1937, is of particular interest.“ Siamese 
are excluded from American citizenship, not being mem- 
bers of the Caucasian or African races. Hence, they are 
excluded from acquiring or holding land in our Western 
States. The treaty, signed on November 13, 1937, pro- 
vides that nationals of the United States, including cor- 
porations, partnerships and associations, who are legal 
residents of, or are organized under the laws of, any State 
which accords to nationals of Siam the right to acquire, 
possess and dispose of immovable property, shall in return 
be accorded all the rights respecting immovable property 
in Siam which are accorded to nationals of any other 
country, upon the principle of non-discriminatory treat- 
ment. This seems a perfectly logical treaty arrangement, 
which may be expanded to include other nations, as our 
international commerce grows. What its effect may be 


81 Treaty of 1853, art. VII, 10 Stat. 992, 996. 

82 Treaty of 1850, art. V, 11 Stat. 587, 590. 

83 Treaty of 1903, art. III, 33 Stat. 2208, 2209. 

84 Ratifications of this treaty were exchanged October 1, 1938, and it was pro- 
claimed October 5, 1938. 
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upon the industrial development of the Far Western 
States provides an interesting subject for speculation. 

The interesting variation in treaty making exemplified 
by our treaty with Siam and future possibilities suggested 
thereby, merely indicate, of course, the fact that alien 
land ownership is only one of many factors which go into 
the generally complex and difficult problem of interna- 
tional relations. There seems to be considerable question 
whether the world is possessed of sufficient statesmanship 
to develop a smooth-running machinery of international 
government, rapidly enough to avoid catastrophe. Evi- 
dences of trouble are manifold. Efforts to avoid conflicts, 
as well as to prevent encroachments, keep the nations in a 
constant condition of emotional disturbance. Immigra- 
tion, naturalization and deportation, and the fisheries 
problem in the North Pacific,“ are parts of the same, 
large, difficult situation. 

One statesman says the nations of the world are grow- 
ing increasingly more interdependent; the needs of their 
people can be satisfied only by free and harmonious com- 
mercial intercourse; we cannot obtain for our people 
privileges in other countries and deny them to other 
peoples in our own country; we cannot abandon our 
world trade and commerce except at the price of national 
disintegration; it is time to adopt new attitudes toward 
world affairs and think in terms of a new day; conse- 
quently, old barriers of isolation and restrictions such as 
laws prohibiting alien land ownership cannot stand. An- 
other statesman replies, whatever the situation may once 
have been, today is an age of land scarcity and land 
hunger; we must preserve the United States for our own 
people; we cannot permit the very land upon which our 
nation is grounded to pass into alien ownership; if our 
refusal to do so results in reprisals against our citizens in 





85 This subject was considered by the Section on International Law of the 
American Bar Association and a resolution thereon was submitted by the sec- 
tion to the Association at its annual meeting in 1939. Report oF SECTION ON 
INTERNATIONAL Law, Advance Program ABA, 1939, 
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other countries, then we must pay that price for our own 
independence. 

These are political questions not for the judiciary but 
for the executive and the legislature to decide. It may 
be proper to suggest, however, in this situation, as in the 
North Pacific fisheries situation, that here is a fine field 
for diplomacy and that, perhaps, a way for adjustment 
of international difficulties may be found through treaties, 
establishing reciprocal rights in lands, as well for pur- 
poses of industry as for the exploitation of natural re- 
sources. 


THE PRODUCT OF THE PRESENT-DAY 
LAW SCHOOL* 


ROBERT H. JACKSON 
Solicitor General of the United States 


A canny old lawyer friend of mine made a practice of 
trying to explain his most complex legal problems to some 
intelligent—and, of course, patient—laymen. He said he 
wanted to test his expert judgments by getting the reac- 
tions of an untrained mind. 

I suspect that something of that purpose lurks in the 
invitation to me to discuss the work of the modern law 
school. I not only disclaim expert qualification in the 
educational field but I even venture to doubt whether 
the future of the legal profession will hinge on its edu- 
cational perfections or delinquencies, at least insofar as 
such perfection or delinquencies concern the manipula- 
tion of legal concepts. The Bar reminds me in some re- 
spects of the farmer who was solicited to buy a new book 
on scientific agriculture. He pondered the offer and re- 
fused with that solemn common sense so characteristic of 
men of the soil. He said: “I ain’t goin’ to waste no time 
on new books. I already know how to farm a lot better 
than I’m ever goin’ to farm.” 

My acquaintance with it leads me to believe that the 
equipment of the present law school graduate is sharp 
enough and sufficiently manifold. The law and its dis- 
ciples will flourish or decline much more on other 
grounds. These grounds, I believe, will be mainly con- 
cerned with whether we can make our services sufficiently 
available to the broad base of the nation—the hundred 
million of farm laborers and small farmers, industrial 
workers, small business men, merchants, shopkeepers and 
clerks. Can we make our services sufficiently available 


* An address delivered before the Legal Education Section of American Bar 
Association, San Francisco, Calif., July 11, 1939. 


[21] 
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so that all these may feel that the security and well-being 
of their lives depends on our services? Can we make the 
functioning of the law intelligible to these persons, and 
the ends of the law beneficent in the lives of those hun- 
dred million? Can we make the hundred million believe 
that before our desire for power, for security, for income, 
we lawyers put our faith and devotion to a government 
that serves all and serves justly? On the answer to these 
questions, I think, will our future depend. 

It is characteristic of Democracy, it seems to me, that 
while in times of opulence its leaders may become venial, 
in times of crisis it calls forth valor and devotion that 
can be counted on to carry it through to new security and 
development. I have good hope that the products of our 
law schools in these and future years will furnish that 
kind of leadership. And I think I have reason for such 
hope. 

I find the product of our law schools today has a great 
advantage in attitude over one who has been in practice 
for some years. Cocksureness on all subjects is no longer 
the attitude of the law school graduate. Compared with 
the lawyer who has made a mild success of practice, he 
is a model of humility. He is far more receptive to a new 
idea and much more ready to carry on research. 

Then, too, the recent product of the law school has a 
better perspective. Most lawyers soon distort and un- 
balance their perspectives. Any lawyer who has won a 
case in a particular field is in danger of having sealed his 
mind on that topic. A too-dramatic and impressive ex- 
perience may limit one’s mind as definitely as to have 
had no experience at all. The man who begins all dis- 
cussions with “Once I had a case” is not only less com- 
panionable but a less-balanced advisor than one who has 
never had a case at all. The man recently from the schools 
sees his problem in a better relationship than he will fif- 
teen years later. 
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Then, too, he is disinterested. Few men escape becom- 
ing mental prisoners to the views and interests of clients, 
or Classes, or of the status quo after a few years at the 
Bar. They learn that bold thinking often leads one out 
on a limb and they become prudent. They acquire family 
responsibilities and want to take no risks of a break with 
the source of their income. They will not dissect a prob- 
lem fearlessly when it leads to conflicts with convention 
or authority. The newer graduate has usually a relatively 
dispassionate but uncompromising enthusiasm for truth 
—lead where it will. 

The young school man comes to you with an unspoiled 
standard of success. A few years at the Bar tend to create 
a subconscious, if not conscious, money test of success. A 
good fee is more respected than a good brief. Few char- 
acters are tough enough to resist this in the environment 
and competition of the law. It is fatal in a public servant. 
We have seen how disastrous is the desire to get rich 
in the judge. It is one of the advantages of the young law 
graduate that his standards are still those taught in school. 
He seeks intellectual adventure and opportunity to ex- 
plore new fields, he despises a shabby job, even if it gets 
by, he has a pride of craftsmanship wholly apart from his 
place on the payroll. 

These characteristics of the young lawyer fresh from 
school—the humility and perspective, the courage and dis- 
interestedness, the devotion to honest craftsmanship, and, 
above all, the deep feeling that the government should 
serve all and serve justly—such characteristics must be 
made persistent and prolonged into the days when these 
young men will constitute the most powerful leadership 
of the Nation. 

But I need not tell you the regard which this present 
Administration has for you and your products. An admin- 
istration which draws personnel for its highest appoint- 
ments from the law schools needs no spokesman to put its 
opinion in words. The sneer of the opposition at the 
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“brain trust” is a better tribute than any we could pay 
to ourselves. 

The Supreme Court, the Circuit Courts of Appeals, 
District Courts, administrative tribunals and executive 
departments have all been enriched to an unprecedented 
extent from the faculties of law schools. Some have re- 
turned from government to teaching, and none can doubt 
that the flow of experience from the intensely practical 
field of government into the schools has benefited them 
as certainly as the schoolmen have helped government. 

But I wish also that we could do more in the way of 
fixing permanently the set of craftsmanship and devotion 
with which young men emerge from the law schools, 
and I wish we could do more in aiding you to make the 
pattern of legal education one of public service. 

I wish we might carry a merit system of appointment to 
the point of taking into government each year the top 
5% of the graduating classes of the good schools of the 
Nation. That would give us a “rookie” class from which 
experience would sift out the leading intellects of the 
year’s crop. A merit rule of promotion and tenure would 
encourage many to make public service a career. By the 
certainty of access of top men to government positions, 
an emphasis on public interest would shape the whole 
course of professional training. It is too much to hope 
for such standards immediately, but it has gained impetus 
from the fact that wherever you have seen a successful 
job done in this Administration you will find a head of 
it who grasped for young talent as it came from the 
schools. 

From what I have already said you will have no doubt 
as to my respect for the quality of present-day legal edu- 
cation. There is, however, perhaps one criticism which 
I might voice. I am aware that it is a concern of many 
of you. Yet I feel that the weakness still persists. This 
weakness is the tendency of legal learning to regard law 
as an end in itself, as a thing apart from life, to be logical 
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and symmetrical and harmonious in itself, aloof from the 
experience of illogical people. When we forget that law 
is the science for simple and untaught people to live by, 
we begin to overprofessionalize our learning. This ex- 
cessive refinement of legal theory is not only a weakness 
of the teaching, but a devotion to it is the weakness most 
often to be found in the product of the school who fails 
to make good in life. 

We must recognize the nature of the tools with which 
we lawyers work. Our legal craftsmen are largely en- 
gaged in refitting or inventing or limiting legal fictions 
by which we test the liability of conduct past or seek to 
govern conduct perspective. The law which the schools 
transplant into the young lawyer’s mind, and which be- 
comes one of the products of the law school, is a fabric 
with fictions making up a large part of its design. 

If you doubt this statement, sit with me in imagination 
at the feet of the Supreme Court at the session of May 


29th last. Speaking of intangible rights, Mr. Justice 
Stone, in Curry v. McCanless,' declared: “These are not 
in any sense fictions. They are indisputable realities,” 
and added, “While fictions are sometimes invented in 
order to realize the judicial conception of justice, we can- 
not define the constitutional guaranty in terms of a fiction 


” 
. 


so unrelated to reality. . . 

On the same day in Graves v. Elliott? Mr. Justice 
Hughes said: “I think that the decision in this case 
pushes the fiction . . . to an unwarranted extreme... .” 

In presenting his views in a third case, Newark Fire 
Insurance Company v. The State Board, Mr. Justice 
Reed said: “It is not the substitution of a new fiction 
as to the mass of choses in action for the established fiction 
of a tax situs at the place of incorporation.” 


1 Curry v. McCanless, 59 Sup. Ct. 901 (U. S. 1939). 
2Graves v. Elliott, 59 Sup. Ct. 913 (U. S. 1939). 


3 Newark Fire Ins. Co. v. State Board of Tax Appeals, 59 Sup. Ct. 918 
(U. S. 1939). 
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This was an exceptional day for the consideration of 
fictions, but this collection of references to fictions of the 
law gives dramatic point to my thesis. The cases which 
turned on these controversies over fictions govern ques- 
tions of taxation affecting many thousands of persons. 

There are other fields of the law in which fiction is 
almost the only reality. 

The law’s greatest achievement in the realm of fiction 
is the law of corporations. The limited liability corpora- 
tion is to modern business almost as fundamental a device 
as the wheel is to modern mechanics. And we cannot even 
agree on what it is. 

“’.. an artificial being, invisible, intangible, and exist- 
ing only in contemplation of law,” * says John Marshall. 
But the New York Court of Appeals said: 

A corporation, however, is a mere conception of the legis- 
lative mind. It exists only on paper through the command of 
the legislature that its mental conception shall be clothed with 
power.° 

Whatever it is, we resort to a fiction to separate certain 
collective interests and obligations from those of the 
stockholders individually, and to govern their conduct. 
To “find” a foreign corporation so as to sue it is a meta- 
physical inquiry of complete unreality. The presence of 
an executive officer on its business is not always a mani- 
festation of corporate presence. We become so entangled 
in our own fiction, that we invent one to get us out of the 
consequences of another. 

Fictions make the law a mysterious force in society, 
and introduce something occult in its application. Clients 
who attend court can not understand what the lawyers are 
arguing about. Corporations are operated by men who 
little understand them. Taxes must be paid by men who 
can not comprehend the niceties on which they depend. 


4Dartmouth College v. Woodward, 4 Wheat. 518, 636, 4 L. ed. 629 
(U. S. 1819). 


5 People v. Knapp, 206 N. Y. 373, 381, 99 N. E. 841 (1912). 
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Laws of property are full of mystical distinctions that 
trap the unwary. 

A society of laymen will, of course, revolt now and 
again against such things. A work-a-day world played 
havoc with the philosophy of assumed risk, the fellow 
servant doctrine, contributory negligence, and even fault, 
as a basis of liability when it discarded such fiction for 
the simple realism of Workmen’s Compensation. The 
capricious capers of that “reasonable man” is now creat- 
ing a demand for automobile compensation. The doctrine 
of caveat emptor became so unreal that it was set aside 
by the Securities Act. The artificial concept of unfair 
competition to which legalists clung led to the creation 
of the Federal Trade Commission. 

There is a two-fold danger in this fictional character 
of the law. The first danger is that it may be deeply de- 
structive of public confidence. 

If the law proceeds in terms of complicated fictions 
which are gibberish to the layman, he cannot feel confi- 
dence in it. He can not feel that it is the protector of his 
interests and security. It must remain a mysterious and 
frightening process with which to become entangled. 
Where the whole process is unintelligible, if the decision 
is favorable to him, the layman can only feel that it is due 
to his counsel’s shrewdness or to his own destiny which 
makes accidental things fall to his favor rather than to 
his detriment. On the other hand, if the results are un- 
favorable to him it becomes a brutal blow, a sacrifice 
which he can not understand being called upon to make. 
Trickery, mischance or injustice are the associations with 
the law which he carries away from such an experience. 
But I need not stress with you how important it is that 
we make the process of the law intelligible, and appar- 
ently as well as actually just, to the common man. 

There is a second danger in the fictional character of 
the law. It is the danger that a system of fictions will per- 
suade those who construct, operate and maintain them 
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that the fictions have an independent validity. As a con- 
sequence, the concern of the lawyer, the teacher or the 
judge may become too much a matter of how skillfully 
he can manipulate the fiction or how complete and co- 
herent he can make the system of fictions. I am not one 
to sneer at either of these preoccupations. I realize fully 
that the flexibility and predictible character of the process 
depends upon considerable devotion to these matters, and 
the capacity of the process to do justice stems in no small 
measure from such qualities. But it can not be our ex- 
clusive or, in these times, even our primary concern. It 
is the ends which the law serves that must be today the 
subject of our major devotion. The law must be avail- 
able to the one hundred million. Their needs must be 
served by it and served in ways that they can understand. 
It does not matter how refined the concept or how perfect 
the logic; if it does not solve the problems of just plain 
folks, it is without merit. 

The law school man, removed as he is from the arena 
of battle, must guard against the tendency to see the law 
and believe in it as a complete system within itself to be 
judged by its harmony and symmetry and logic. A very 
logical and symmetrical legal doctrine may be bad law 
for those who live under it. 

But for the very reason that the law school man stands 
apart from the active contests of the law, he is in a 
uniquely favorable position to take a detached and critical 
view of the law in operation. This is the great opportu- 
nity of the law schools, as it is their great responsibility. 
It is to the everlasting credit of the law schools that, by 
and large, the most critical and constructive writing about 
the law has come from the teachers rather than the prac- 
titioners. The great American legal treatises— Wigmore 
on Evidence, Williston on Sales and on Contracts, not 
to mention others—have been the product of law school 
minds. The ordinary treatise by a practitioner, in con- 
trast, is apt to be little more than a handbook of rules, 
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useful for its purpose but lacking in the qualities of his- 
torical perspective, critical appraisal, and constructive 
suggestion. 

If there is any deficiency in the training of the law 
school student, it is that not enough emphasis is placed 
on these qualities. The law student tends to be so ab- 
sorbed in learning the rules that he overlooks their origin, 
development and usefulness. How can these things be 
brought home to the student during his relatively short 
period of legal study? 

One method, of course, is by making formal provision 
in the curriculum for courses of study designed to meet 
this end. A course in legal history, for example, could 
do a great deal toward making the student legally sophis- 
ticated. Once it is realized that a legal rule has had a 
definite beginning at a definite time in response to a defi- 
nitely felt need, it is a short step to ask oneself whether 
the need has ceased to exist, and so whether the rule has 
ceased to have justfication. It is a short step and it is a 
step which, with this realization that history gives, may 
often be taken without the paralyzing fear of cutting 
loose from the old moorings. If the purpose of the rule 
is understood from its origins, and it is apparent that the 
purpose is no longer being fulfilled, one may feel that 
he serves rather than breaks with the fundamental tradi- 
tion by changing the rule to give effect to its original 
purpose. I do not underestimate the importance of cling- 
ing to our moorings, and consequently stress the signifi- 
cance of such historical understanding. In one field of 
the law, for instance, I have felt of late that we were cut- 
ting back through a maze of cases to original constitutional 
purposes. Mr. Justice Frankfurter has put this for us 
in telling terms: 

The judicial history of this doctrine of immunity is a striking 
illustration of an occasional tendency to encrust unwarranted in- 
terpretations upon the CoNsTITUTION and thereafter to consider 
merely what has been judicially said about the CoNsTITUTION, 


rather than to be primarily controlled by a fair conception of the 
3 
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CONSTITUTION. Judicial exegesis is unavoidable with reference 
to an organic act like our CoNsTITUTION, drawn in many particu- 


lars with purposed vagueness so as to leave room for the un- 
folding future. 


But the ultimate touchstone of constitutionality is the Con- 
STITUTION itself and not what we have said about it. Neither 
Dobbins v. Commissioners, 16 Pet. 435, and its offspring, nor 
Collector v. Day, supra, and its, can stand appeal to the Const1- 
TION and its historic purposes. Since both are the starting points 
of an interdependent doctrine, both should be, as I assume them 
to be, overruled this day.® 

As well as in the study of legal history, there are great 
possibilities also in the study of legislation. A generation 
ago legislation was regarded as an alien influence warp- 
ing the symmetry of the common law, and a fitter subject 
for remonstrance than for study in the law schools. To- 
day that attitude is giving way. Not only is legislation of 
importance to a lawyer for its own sake, but it throws a 
light on the development and shortcomings of common or 
judge-made law. The weakness of a highly developed 
body of law of master and servant, which included such 
concepts as assumption of risk, the fellow-servant doc- 
trine, and contributory negligence, might best be under- 
stood by a study of the legislative revolt which cast the 
whole beautiful masterpiece in the social ash can where 
it belonged. 

The study of legislation can do in more immediate con- 
text what legal history can do in long perspective. It 
can show why and how the rules came into being and 
what considerations were thought by those who made 
them to justify their becoming laws. Where the legisla- 
lation is amended, while the original purpose is still ripe 
and remembered, one is given an opportunity in the study 
of the process of amendment to see the appropriate place 
which is to be given to the machinery itself and to the 
ends which are to be served by the machinery of the law. 

I understand that there is great difficulty in working 
out adequate technique for the presentation of these legis- 


6 Concurring opinion of Mr. Justice Frankfurter in Graves v. New York 
ex rel. O’Keefe, 306 U. S. 466, 59 Sup. Ct. 595, 83 L. ed. 577 (1939). 





LAW SCHOOL PRODUCTS 31 


lative materials, but as for this I have entire confidence 
in the imagination, resourcefulness and presistence of 
present faculties to do for these important materials what 
Langdell and his disciples did for case law. 

Finally, courses in the social sciences can perhaps be 
used to give the law student a technique for investigating 
and judging the effects of rules of law. In the field of 
criminal law, for example, and in the field of procedure, 
a good deal has been learned by studying the results of 
legal practices. The relation between the privilege 
against self-incrimination and the use of the third degree 
to obtain extra-judicial confessions is an instance in point. 

Let me draw here on Mr. Justice Holmes for the heart 
of my meaning: 

I cannot but believe that if the training of lawyers led them 
habitually to consider more definitely and explicitly the social 
advantage on which the rule they lay down must be justified, 
they sometimes would hesitate where now they are confident, 
and see that really they were taking sides upon debatable and often 
burning questions.’ 

But rather than in formal courses in the social sciences, 
I am inclined to have more reliance on what might be 
termed the interstitial method, that is, the teaching of 
these things within the framework of the ordinary sub- 
jects of study. Nothing, not even an alluring new curricu- 
lum, can take the place of a sagacious and imaginative 
teacher. He can impart a sense of the movement and 
function of law which is needed as part of the study of 
each field of law. 

The faculties of our law schools should have constantly 
in mind the story Mr. Justice Brandeis told of Bogigish. 

Bogigish was “a native of the ancient city of Ragusa 
off the coast of Dalmatia,—a deep student of law, whc 
after gaining some distinction at the University of Vienna 
and in France, became Professor at the University of 
Odessa. When Montenegro was admitted to the family 


7 The Path of the Law (1897) 10 Harv. L. Rev. 457, reprinted in CoLLECTED 
Lecat Papers 167, 184 (1920). 
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of nations, its Prince concluded that, like other civilized 
countries, it must have a code of law. Bogigish’s fame 
had reached Montenegro,—for Ragusa is but a few miles 
distant. So the Prince begged the Czar of Russia to have 
the learned jurist prepare a code for Montenegro. The 
Czar granted the request, and Bogigish undertook the 
task. But instead of utilizing his great knowledge of laws 
to draft a code, he proceeded to Montenegro, and for two 
years literally made his home with the people,—studying 
everywhere their customs, their practices, their needs, 
their beliefs, their points of view. Then he embodied in 
law the life which the Montenegrins lived. They re- 
spected that law, because it expressed the will of the 
people.” * 


8 The Living Law—An address delivered before the Chicago Bar Association, 
January 3, 1916, reprinted in (1933) 344, 362-363 BustneEss—A PROFESSION. 
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An analysis of the four “Annual Reports,” which the 
Securities and Exchange Commission * has submitted to 
the Congress, in compliance with section 23 (b) of the 
Securities Exchange Act of 1934,° and section 23 of the 
Public Utility Holding Company Act of 1935,* shows: 
(a) that 2,941 registration statements, filed under the Se- 
curities Act of 1933, were effective, as at June 30, 1938, 
and (b) that, during the period, beginning July 27, 1933, 
the date on which the first registration statement became 
effective, and ending with the close of the Federal gov- 
ernment’s fiscal year, June 30, 1938, the registration of 
new securities, estimated to yield aggregate gross pro- 
ceeds of approximately $12,983,475, became effective. 

A break-down of this sum, in terms of the character of 
the agreements under which the issuers proposed to dis- 
pose of the securities which make it up, is not set forth 

* The authors wish to express their thanks, for helpful suggestions, to Ruth 
S. Everson, Allen McCarty, Donald Riker and others, who have been kind 


enough to read the proof of this article; but who are not to be considered to 
have approved the authors’ opinions, as expressed or implied. 

1 Pub. No. 22, 73d Cong., Ist Sess. (1933), 48 Stat. 74,15 U. S.C. c. 2A, 
as amended by the Securities Exchange Act of 1934, 73d Cong., 2d Sess. (1934), 
48 Stat. 881, 15 U. S. C. c. 2B, and, in one relatively unimportant respect, by 
the Motor Carrier Act of 1935, 49 Stat. 543, 49 U. S. C. §§ 301-327. The 
Securities Act of 1933, as amended, is hereinafter cited as the “Securities Act,” 
the “Federal Securities Act,” or “the Act.” 

2 The Securities and Exchange Commission is sometimes hereinafter referred 
to as the “S. E. C.,” or the “Commission.” 

3 Pub. No. 291, 73d Cong., as amended by Pub. No. 621, 74th Cong., 2d 
Sess. and Pub. No. 719, 75th Cong., 3d Sess. 

4 Pub. No. 333, 74th Cong., Ist Sess. (1935) c. 687, tit. I, § 33, 49 Stat. 803, 
3 U.S.C. ec. &. 

[33] 
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in the Reports, and seems to be unavailable. However, 
the published figures indicate that approximately seventy- 
five per cent of this amount represents securities regis- 
tered under contracts, between the issuer and one or more 
underwriters. The word “underwriter” is given in this 
discussion the meaning given it in the Securities Act,” 
and includes many persons, partnerships, and corpora- 
tions in addition to so-called “true” or “English type” of 
underwriters. 


The larger part of the text of the Act may now be con- 
sidered as definitive in details as well as in essentials; but 
the general nature of some of the language employed is 
still the source of doubt. The legal relations created by 
such contracts, first, between the parties themselves, and, 
secondly, between the parties, on the one hand, and the 
public, on the other hand, are complicated and continu- 
ing. ‘The amounts of money involved are large.* The 


5“The term ‘underwriter’ means any person who has purchased from an 
issuer with a view to, or sells for an issuer in connection with, the distribution 
of any security, or participates or has a direct or indirect participation in any 
such undertaking, or participates or has a participation in the direct or indirect 
underwriting of any such undertaking; but such term shall not include a per- 
son whose interest is limited to a commission from an underwriter or dealer 
not in excess of the usual and customary distributors’ or sellers’ commission. 
As used in this paragraph the term ‘issuer’ shall include, in addition to an 
issuer, any person directly or indirectly controlling or controlled by the issuer, 
or any person under direct or indirect common control with the issuer.” Sec. 
2 (11) of the Act. 


6 All data refer to “registrants” intentions and estimates as they appear in the 
registration statements on the effective dates. They thus represent, in reality, 
statistics of intentions to sell securities rather than statistics of actual sales 
of securities.” See Fourth ANNUAL REporRT OF SECURITIES AND EXCHANGE 
Commission, p. 43. A number of registration statements have been filed 
covering securities whose proposed aggregate offering price was more than 
$75,000,000. The proposed aggregate offering price per effective statement 
covering underwritten securities appears to be in the neighborhood of $4,000,000. 
Between March 1, 1935, and September 1, 1936, said average per statement has 
been estimated to have been approximately $7,000,000, and to have resulted in 
total cash sales of nearly $4,500,000,000. See Goldschmidt, Registration Under 
the Securities Act of 1933 in THREE YEARS OF THE SeEcuRITIES Act, Part I, 
p. 25, published by School of Law, Duke University, as Vol. IV, (Jan. 1937) 
of Law AND CONTEMPORARY PROBLEMS and hereinafter cited as, THREE YEARS 
OF THE Securities Act. See also Securities Act Release No. 1733 (May 11, 
1938) for announcement of a registration statement of United States Steel 
Corporation covering a $100,000,000 issue of debentures, and for reference to 
other large issues. It is stated in INVESTMENT BANKING (official publication 
of the Investment Bankers Association of America) p. 224, August, 1938, that 
in the twelve years immediately preceding 1930 new financing for corporations 
totalled more than forty-four billion dollars, 
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future solvency of issuer or underwriter may depend 
upon the inclusion or omission of a paragraph, or even 
upon the meaning of a single sentence. 

If a contract be breached, the final measure of its value 
is the nature and extent of the legal relief which the ag- 
grieved party can obtain. But contracts for the sale and 
purchase of securities must ordinarily do more than 
“stand up” in court.’ Timely performance on the part 
of both seller and buyer is of the essence, if the principal 
amount of a bond issue must be paid in full on a day cer- 
tain; orif the erection of a new plant must be commenced 
immediately. 

The language of such contracts should be legally bind- 
ing. It should also be in accordance with ordinary, natu- 
ral usage, so that the parties to the agreement, and their 
successors and assigns, will recognize its compulsion, 
without restiveness, so far as their personal interests are 
concerned, and without feeling an obligation to resort for 
its construction to the courts in the discharge of a duty to 
stockholders or creditors. On occasions, this ideal may 
require the draftsman—with the help of clauses begin- 
ning, “that is to say,” or, “expressed in the alternative”— 
to state the same thing in two different ways.° 

In any event, no contract will meet this standard of 
clarity unless, in preparing it, proper consideration be 
given to what is loosely, but usually, referred to as “sub- 
stance,” and to what is loosely, but usually, referred to as 
“form.” Words must be “tailored to meet the situation,” 

7 Perhaps this is the main reason why there are surprisingly few decisions, 
before or since the Act, involving the construction of underwriting contracts. 
See (1931) 79 Univ. Pa. L. R. 94; and (1928) 28 Cor. L. Rev. 634. However, 
this type of contract has resulted in some very protracted litigation. What 
are known as the “Refugio Syndicate Cases,” reached appellate courts ten 
times during a period of about fifteen years. See Wing v. Smith, 173 App. 


Div. 57, 159 N. Y. Supp. 454 (1916) and McCullum v. Wing, 31 F. (2d) 940 
(C. C. A. Ist 1929). 

8 For example, in connection with the statement of a conversion privilege: 
“Each share of Preferred Stock of such series shall be accepted at $100 per 
share, and, if the date of conversion is on or after January 1, 1937, and prior 
to January 1, 1939, Common Stock shall be issued in exchange therefor at the 
price of $15 per share, or, stated alternatively, there shall be issued in exchange 
for each share of Preferred Stock of such series 634 shares of Common Stock.” 
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until the text, when read as a whole, will yield only one 
meaning, although astute minds attempt to give it two, or 
more, meanings.” 

Clichés and hackneyed expressions are valuable, be- 
cause their meaning has been established. Synonyms 
should be avoided, even at the expense of literary style. 
The meaning given to words, and to phrases, should be 
compared with the meaning given the same words and 
phrases in applicable statutes, in the decisions of appel- 
late courts, and in the everyday idiom of the industry, 
business, profession, or trade in which they are most fre- 
quently used. ‘When people can agree on the thing to 
which their words refer, minds meet. The communica- 
tion line is cleared.”*® There is a hidden, as well as an 
open danger in every surplus word.” It may turn out to 
be the bad apple in the barrel; not only useless in itself, 
but capable of perverting the meaning of a whole sen- 
tence or even a paragraph. Outworn formalisms should 
be eliminated for the same reason. Qualifying words 
and clauses should be placed as nearly as possible next to 
the word or clause which they modify, even though this 
means that the text be studded with parentheses. Abridge- 
ments—1.e., the omission of any structural part of a sen- 
tence—should be avoided.” Demonstrative pronouns 
should refer clearly to their antecedents. If the force of 
a verb is to carry over, a colon or semicolon should be 
used instead of a period.” 
® See RicHarps, THE PuHiLosopHy oF RHETORIC, (1936) passim, for a read- 


able discussion of the difficulty, in any field of thought, of trying “to lay aside 
words” and to consider only “the bare notions themselves.” 


10 CHASE’s THE TYRANNY OF Worps (1938) p. 9. 


11 First Nat. Bk. v. Jones, 219 N. Y. 312, 315, 114 N. E. 349, 350 (1916). 
Chase, J. said, “The intention of the parties to the agreement under con- 
sideration to make an absolute and unconditional guaranty would be entirely 
clear were it not for the use of the word ‘ultimate’... . The meaning of each 
word must be determined and its effect considered in connection with the other 
words of the agreement.” 

12 KELLEY, WORKMANSHIP IN Worps (1916) p. 35. 


18Jn any current discussion of clarity, reference should be made to a 
modern school of thought which holds in effect: that to follow, in a search 
for accurate expression, the above rules—and all similar rules—is all right so 
far as it goes, but that it does not go far enough. “Semantically considered, 
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“A draftsman must acquire, or be gifted with, foresight 
to a rare degree. As is well known, contracting parties, 
in the flush of entering into business relations, usually are 
concerned only with their immediate needs. But a far- 
sighted draftsman, because of his familiarity with human 
nature and the mutability of business relations, will never 
yield to the perilous impulsiveness of his client. Instead, 
by drawing upon his experience and imagination, he will 
forecast and regulate the variegated situations which may 
come into being after the agreement has become opera- 
tive."—Professor Wormser.* “Drafting is not easy to 
learn. Background is hard to give; and on background 
intelligent drafting must depend.” — Professor Llew- 
ellyn.* 

All new legislation increases the problems of the drafts- 
man. This is particularly true of those statutes, which 
create a new administrative commission, clothe this com- 
mission with what amounts to broad legislative, adminis- 
trative, inquisitorial, and quasi-judicial powers, and give 
it general supervision over a major industry, whose prac- 
tices have been based on usage, custom, and precedent.” 


the law is a parade of abstractions, normally without referents.” Legislators, 
jurists, and lawyers should throw away a lot of highly-regarded precedents 
and make room on their shelves for, CHASE, THE TYRANNY OF WorpsS, FRANK, 
THE LAW AND THE MopERN MIND, OGDEN AND RICHARDS, THE MEANING OF 
MEANING, Price, TRUTH AND CorRIGIBILITY, RICHARDS, THE PHILOSOPHY OF 
RHETorRIC, and a number of other recently-published books, which call atten- 
tion to the limitations of language itself, even when most correctly and con- 
ventionally used, as a medium for communicating ideas. Another school of 
thought holds that our system of jurisprudence tends to perpetuate the worst 
and not the best form of expression. Clear language is not often taken to 
Appellate Courts. Obscure and circumlocutory language, on the other hand, 
frequently required judicial interpretation. “And the court having finally 
declared that all this rigmarole really means . . . that Peter has agreed to 
sell Paul his corner lot . . . Peter must needs go on for all eternity selling 
with ten words instead of one, and with sentences which run all around Robin 
Hood’s barn instead of going straight in at the door.” Train, ON THE TRAIL 
OF THE Bap MEN (1925) xvi. 

14 Gorpon, ANNOTATED ForMs oF AGREEMENT (1923), Introduction, p. viii. 

15 Llewellyn, On What is Wrong with So-Called Legal Education (1935) 
35 Cor. L. Rev. 674. 

16 See LANpIS, THE ADMINISTRATIVE Process (1938) passim, for succinct 
general discussion of social control through administrative agencies. See also, 
REPORTS OF THE AMERICAN BAR ASSOCIATION, especially vols. 61, 62, 63; Bal- 
lantine, Administrative Agencies and the Law (1938) 24 J. Am. Bar Assn. 
2, 109. Noyes, THE MArKeT Prace (1938) p. 360 et seq.; and Kintner, The 
S. E. C. Dictatorship, AMERICAN MERcuRY, June, 1936, 
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To illustrate with especial reference to the Securities Act: 


(a) To prepare a registration statement and cause it to be- 
come effective, is relatively an expensive procedure. By the 
specific requirements of the Act, and the indirect effect of these 
requirements, it is also a slow procedure. Issuer and under- 
writer usually desire to avoid registration, if it be possible to 
do so under the full and certain protection of the law. The 
first duty of counsel, therefore, is to determine whether the ex- 
emptive provisions of the Act *? apply to the contemplated trans- 
action. If registration be required, he must cover, in fairness 
to all parties, many points which do not arise if registration be 
not required. 

The application of the exemptive provisions of the Act de- 
pends upon the existence of certain facts, and not upon any 
opinion or finding by the Commission. Generally speaking, ex- 
emptions are based on (1) the character of the issuer, (2) the 
character of the security, or the issue of which the security is 
a part, (3) the manner of the distribution of the security, and 
(4) the nature of the transaction, regardless of the character 
of the issuer, the character of the security, the character of the 
issue of which the security is a part, or the manner in which 
the security was originally distributed, e.g., brokers’ transactions, 
as defined by section 4, subsection (2) of the Act. Some prob- 
lems of exemption are easily solved. Others are difficult, e.g., 
those which require the determination of whether an exemption, 
which may apply to a sale between issuer and initial purchaser, 
will also apply to a resale by the initial purchaser; and those 
connected with warrants, stock, dividends, “when issued” trades, 
reclassifications, statutory mergers, consolidations, reorganiza- 
tions, and the exchange of securities with existing security 
holders.** 

(b) Legal definitions have been described as convenient verbal 
expressions which amount to rules of law.’® They control the 
construction of any statute of which they are a part, and oc- 
casions may arise when they will be read into any contract 
which may come within the scope of such a statute. Section 2 
of the Act defines the following words and phrases, among others 


—‘security,” “person,” “sale,” “sell,” “offer to sell,’ “offer for 


17 The Act, §§ 3 and 4. 


18 See Some Problems of Exemption Under the Act in THREE YEARS OF THE 
Securities Act, Part I, by ALLEN E. THrRoop, AND CHESTER T. LANE. See 
also, Releases, Nos. 285, 603, 1722 (April 22, 1938) Securities Act of 1933; 
Rules of S. E. C. 200, 201, 202, 203, 206; First ANNUAL REport oF THE S. E. C., 
p. 9; and Security Financinc Unoper S. E. C. Exemptions, and TRADING 


IN “WuHeEN IssuED” SeEcurITIES, both published by The Twentieth Century 
Press (1938). 


19 Cairn, A Note on Legal Definitions (1936) 36 Cor. L. Rev. 1099. See also, 
Address by James M. Landis before New York State Society of Certified 
Public Accountants, Oct. 30, 1933: “Furthermore, the Commission’s power 
to define trade terms gives it extensive control, for hardly a term is not a 


trade term in view of the fact that its meaning is rightly significant only in 
relation to ‘the trade’ of floating securities.” 
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sale,” “issuer,” “interstate commerce,” “prospectus,” “under- 
writer,” and “dealer.” The Rules, Regulations and the Instruc- 
tion Books, issued in connection with registration statements 
and prospectuses by the Commission, under section 19(a) of 
the Act, define the following words and phrases among others— 
“affiliate,” “control,” “material,”’ “material management and gen- 
eral supervisory contracts,” “parent,” “subsidiary,” “principal 
underwriter,” “unit,” “voting power.” The meanings, given by 
the Act and the official promulgations of the Commission, to 
some of the words and phrases, quoted in this paragraph, differ 
from the meanings given the same words and phrases by other 
statutes, judicial decisions, and common usage. 


(c) Neither the Act, nor any Rule, Regulation, or Instruction 
Book issued thereunder, defines the words “underwriting con- 
tract”; prescribes any part of its contents; or suggests its form. 
However, a close correlation between the underwriting contract 
and the registration statement is required. Three copies of the 
underwriting contract must be filed as an exhibit to the registra- 
tion statement, so that the trained staff of the Commission can 
study it in its entirety, and check its text in detail, and its 
meaning as a whole, against the answers given by the issuer 
to certain searching questions—e.g. items 21 through 26 of 
form A-2—in the body of the registration statement. It must 
also be summarized, briefly but explicitly, in the registration 
statement, and in the prospectus, so that a possible purchaser 
can easily inform himself as to its salient features. Drafting the 
underwriting contract may be properly considered the beginning 
of those “full disclosures,” which the sponsors of the Act, and 
the many spokesmen for the Commission, have publicly stated 
to be the principal object of the statute. An underwriting may 
be a purchase of one security, under a relatively simple sale- 
and-purchase agreement. On the other hand, its underlying 
elements and collateral features may be complicated, and include 
matters, which were formerly considered to be the proper sub- 
ject of confidential memorandums, and verbal understandings. 
In this connection, particular reference is made to the necessity 
of disclosing any agreements, which may exist between issuer 
and underwriter, at the time the registration statement receives 
an effective date, with respect to: the indirect, as well as the 
direct, profits and advantages to be derived, under the under- 
writing agreement, by issuer, underwriter, “affiliates,” and per- 
sons in “control” of, or otherwise related to, issuer or under- 
writer; options given to the underwriter, or others, for the pur- 
chase of any security of the issuer; “preferential rights” given 
the underwriter with respect to future financing by the issuer ; 
“stand-off” or “tie-up” arrangements, relating to any outstand- 
ing, or to-be-issued, security of the issuer; and covenants relat- 
ing to the resignation and election of directors. 

At this point, it should be noted that the Commission, in de- 
termining whether or not an issuer has complied with the require- 
ments of the “registration process” as a whole, demands more 
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than answers, which are technically adequate when viewed item 
by item. “The truth, under the Congressional mandate em- 
bodied in the Act, means the full truth.” 7° 

(d) The layman knows, without advice of counsel, that it is 
always futile and sometimes dangerous for a contract to contain 
a covenant to do something, which the law forbids, or not to do 
something, which the law requires. In many instances, ordinary 
business experience, or even an uninformed sense of right and 
wrong, is sufficient to prevent one from entering into contracts, 
which violate the provisions of a statute. But much of the Securi- 
ties Act, and the Rules and Regulations issued thereunder, deals 
with, “matters of public order for which a rule of some kind is 
wanted, but until the rule is made by competent authority, it is 
indifferent from an ethical point of view what it shall be.” ** 
Professional guidance is, therefore, necessary. 

(e) Sections 11 and 12 of the Act modified existing com- 
mon and statutory law, by increasing the liability, limiting the 
defenses, and adding to the burden of proof, of many persons, 
taking part in the distribution of securities through the channels 
of interstate commerce. At one time these provisions were held 
to be revolutionary, and there was much speculation as to their 
effect upon the capital market. For instance—“It may be that 
underwriting as it has been performed in this country will prac- 
tically disappear.” ?? And again, “The law by its excessive 
penalties, by defining inadequately the standard of care required 
of directors and others, by leaving in doubt in some cases who 
may be held liable, and in general by encouraging unjustified 
litigation, is making many corporation executives afraid to pro- 
ceed with any plans calling for the registration of securities, and 
is thus retarding business.” **°—These predictions have not been 
fulfilled; and for some years they seem to have been forgotten. 
But the recent decline in underwriting activity has brought them 
back to mind. In a speech,** before a meeting of investment 
bankers, Commissioner Hanes said: “Inaction may mean that 
you will write investment banking off the books... .” 

The provisions of the Act relating to civil liabilities to date 
have been less subversive of the underwriting process, as a whole, 





20See In the Matter of National Educators’ Mutual Association, Inc., 
1S. E. C. 208, 214 (1935); and Jn the Matter of Plymouth Consolidated Gold 
Mines, Inc., 1 S. E. C. 139 (1935), passim. See also, Full Disclosure Under 
the Securities Act, by BruNsON MACCHESNEY AND Rosert H. O'BRIEN, in 
THREE YEARS OF THE SEcurITIES Act, Part II (April, 1937), for an authori- 
tative discussion of the problem of “disclosure” under the Act. 

21 PottockK, Essays IN THE Law, (1922) p. 266. “I had not known sin, 
but by the law.” Romans vii: 77. 

22 William O. Douglas and George E. Bates, Some Effects of the Federal 
Securities Act Upon Investment Banking Practices (1933) 1 Cut. L. Rev. 283. 
Subsequently Mr. Douglas served as Chairman of Securities and Exchange 
Commission. 

23 THe GUARANTY SuRVEY, published by Guaranty Trust Company of New 
York, vol. 13, no. 8 (Nov. 27, 1933). 

24 Speech of John W. Hanes, Security and Exchange Commissioner, before 
Central States Group of I. B. A., at Chicago, March 17, 1938, as reported 
WALL StTREET JouRNAL, March 18th, p. 5, col. 3, 
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than the provisions controlling access to the capital market.”® 
Nevertheless sections 11 and 12 are at least partly respon- 
sible for two significant changes in underwriting practices, and 
the form of underwriting contracts, i.e. the average underwrit- 
ing group today is larger than used to be the case,?® and the 
liability of all or some of its members is more often several in- 
stead of joint. This type of underwriting contract involves certain 
problems which formerly were seldom present, e.g. the rights 
of the issuer in the event of default by one or more underwriters. 
The rights and liabilities of the underwriters, as between them- 
selves, must also be considered. Sometimes this point is covered in 
the underwriting contract, and sometimes it is the subject of 
a separate agreement. 

Suit may be brought, as the law now stands, by any person 
“acquiring” a registered security from the issuer, underwriter or 
other persons engaged in the distribution thereof, on the ground 
that: the registration statement contained an untrue statement 
of a material fact, or omitted to state a material fact required to 
be stated therein, or necessary to make the statements therein 
not misleading; or, that the prospectus, which is deemed to 
be a part of the registration statement, included an untrue state- 
ment of a material fact, or omitted to state a material fact neces- 
sary in order to make the statements, in the light of the circum- 
stances under which they were made, not misleading. The 
registration statement must be signed by the issuer, certain of 
its officers, and at least a majority of its directors. But some 
of the information, which all registration statements must set 
forth, can only be obtained from the underwriter, e.g. the method 
to be employed in offering the issue; the price at which the issue 
is to be offered; the discounts to be allowed sub-underwriters, 
dealers, and any other persons. It is current practice, therefore, 
for underwriting contracts to contain covenants, under which 
each party agrees to cooperate in preparing the registration 
statement and prospectus, and to indemnify the other party 
against any, “liabilities, claims, losses, damages, or costs,” grow- 
ing out of any act or omission on his part. 

(f) Before the Securities Act became effective, an outstanding 
characteristic of investment banking in the United States was 
the great rapidity with which underwriters, by means of the 
methods of syndication then employed, could minimize the risk 
of frozen inventories. But section 8 of the Act provides that, 
after a registration statement has been filed, a waiting period of 
twenty days must elapse before the underwriter can sell, or offer 
to sell, the issue, or any part of it. If the statement, as originally 
filed, is amended to comply with “suggestions” of the Commis- 
sion, or for any other reason, this twenty-day period may be 
extended. After a registration statement has become effective, a 


25 See TH1irp ANNUAL RFPORT OF THE SECURITIES AND EXCHANGE COMMIS- 
SION, pp. 45, et seq., 157, 158, 164, et seg. and 173. 

26 A registration statement, covering $100,000,000 of debentures of United 
States Steel Corporation, by an amendment filed May 26, 1938, named 102 
underwriters. See note 6, supra. 
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further period, of perhaps five days, may elapse, before the issue 
can be offered for sale to the public under the so-called “Blue 
Sky Laws” of the minimum number of States in which it is 
proposed to offer it. *” 

Furthermore, before beginning to prepare a registration state- 
ment, the issuer often seeks to enter into an underwriting con- 
tract. This is particularly apt to be the case: if action on the 
part of the issuer’s stockholders be required to create the security 
to be sold; or, if the proceeds of its sale must be used to refund 
outstanding obligations, or to call preferred stock. If an issuer 
be successful in procuring, at this point, an underwriting agree- 
ment, the underwriter will be unable to “dispose of” it for an 
undeterminable period in addition to said twenty-day period. The 
length of this additional period will largely depend upon the 
preliminary legal, accounting, engineering, and appraisal work 
involved in the preparation of the registration statement. 

An underwriter is not an investor. The part, which he plays 
in the national economy, requires him to keep his capital as 
liquid as possible; turn it over as frequently as he can. Often, 
he would be willing to pay cash for an entire issue, if he knew 
that he could offer it immediately. But he does not know— 
cannot know, unless he be able to look across tomorrow with the 
eyes of a prophet—whether or not, several months later, he 
would be willing to buy the same issue, at the same price, or 
even at all. The purchasing power of currency, on the other 
hand, does not fluctuate so rapidly as the market price of securi- 
ties. An issuer cannot afford to wait indefinitely upon a favorable 
capital market. It can, however, often arrange not to require, 
until some stipulated date, the money to be derived from the 
contemplated sale of its securities. 

Much of the risk involved in any underwriting transaction de- 
pends on wind, weather, strikes, political conditions, enactments 
of federal and state legislation, decisions of courts, the adoption 
of rules and regulations by public bodies, and other extraneous 
contingencies, beyond the control of either party. The possible 
loss to the underwriter may be large or small, depending upon 
the size of the issue and the amount of the underwriter’s par- 
ticipation. It is generally large, when compared to the under- 
writer’s capital; and it is always undeterminable, except as to its 
maximum amount, which is the full purchase price, if the secu- 
rity cannot be resold. Will this risk, while the sale-and-purchase 
provisions of the underwriting contract must remain wholly ex- 
ecutory: be hung over the head of issuer, or of the underwriter ; 
or partly over the head of each; or, at one time, over the head 
of one, and at another time, over the head of the other? Will 
the party, who assumes the risk, be compensated for assuming 
it? On what basis will this compensation be determined? Will 


27 This latter delay is sometimes caused by the fact that the Security Com- 
missions of certain States, in practice if not in theory, refuse to act until: 
(1) a registration statement, under the Federal Securities Act has become 
effective, and (2) they have been furnished with a copy of such statement 
in its final form, together with the prospectus and all exhibits and amendments. 
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it be one of the considerations given proper weight in fixing the 
purchase price? Or, will it be a matter of damages; and, if so, 
will these damages be liquidated in the contract, or left for a 
court to determine? 


If issuers had their way in a perfect world, these questions 
would be answered by making all underwriting agreements in- 
clude a firm commitment. If underwriters had their way in a 
perfect world, all underwriting agreements would contain many 
rights but few obligations. The ingenious compromises, designed 
to reconcile these basically conflicting interests, have resulted 
in much muddy thinking, and muddy writing. To draw, in 
the real world of business, a clear and enforceable contract— 
which will bring no pain on this point to issuer or underwriter 
—is not unlike trying to square a circle.** 

One method followed with variations in an effort to minimize 
the risk of the underwriter, and, at the same time, meet the 
needs of the issuer, is for issuer and underwriter not to sign 
an underwriting contract until about fifteen days after filing 
the registration statement.2® Under these circumstances, the 
necessary copies of the underwriting contract, and the required 
information relating to it, are filed as an amendment to the regis- 
tration statement and are accompanied by a formal request that 
such amendment be deemed to have been filed as at the date on 
which the registration statement was originally filed. If this 
“request for acceleration” be granted, the original twenty-day 
waiting period will not be extended. Favorable action by the 


28 Underwriters have been scolded in the highest quarters for their alleged 
unwillingness to take the risks belonging to their “economic function.” Former 
Chairman Landis has spoken of, “The pressure exerted by underwriters to 
unload in a few hours the risks they are paid to assume.” (Address of James 
M. Landis, before Investment Bankers Association, Augusta, Georgia, Decem- 
ber 4, 1936). Commissioner Hanes has characterized (note 24, supra) “market 
out” clauses as, “a strange device for the avoidance of risk,” which has “crept 
into” investment banking practices. It is submitted that such criticism begs the 
question, to the extent it assumes that: (1) the average period of risk, cur- 
rently imposed upon underwriters, is the same today as it was before the 
Securities Act, and (2) the prevailing remuneration of underwriters for 
assuming present-day risks is adequate. “Outs,” in substantially the same 
language now employed, at least as long ago as the ‘twenties’ were sometimes 
inserted in underwriting contracts when it was evident that the issue could 
not be offered forthwith. 

29 The investment banking firm of Morgan, Stanley & Co., has submitted to 
the S. E. C. a “tentative memorandum” intended to serve as the basis of dis- 
cussion as to how the Securities Act might be amended to improve “laws, 
rules and procedure” governing the issuance of securities. Suggestions, in sub- 
stance, as reported in the press, were in part: (1) Abolition of the registration 
statement as a separate document, and the filing in its place of only a prospectus, 
with exhibits (2) curtailment of the present length of prospectuses (3) change 
in the liability provisions affecting offerers of new securities (4) removal of 
the present prohibition as to solicitation of sales of new securities before 
“effective date” of registration statement and (5) curtailment of the period 
for the compulsory delivery of prospectuses. (See N. Y. Times, August 3rd 
and August 11th, 1938). On Dec. 13, 1938, the S. E. C. promulgated Rule 142, 
under the Securities Act of 1933, excluding from the category of “underwriters” 
persons and institutions whose connection with the distribution of securities 
is confined to buying, primarily for investment, securities remaining unsold in 
the hands of underwriters at the conclusion of a public offering. 
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Commission, however, is a matter of grace, and unless the Com- 
mission take favorable action every amendment to a registration 
statement is held to establish a new filing date for the whole 
statement. 

Another practice, is for the underwriting contract to give the 
underwriter, without liability on his part, except perhaps for 
expenses, the power under certain conditions to terminate the 
contract, within a stated number of days after the receipt by the 
underwriter of a written “clearance notice,” which must state 
that the registration statement has become effective, and that the 
issue has been “qualified” in all the states in which the underwrit- 
ing contract provided that it should be qualified. One such power 
of termination is commonly referred to as a “market out” clause, 
or “lightning” clause. This right of termination differs from the 
familiar “force majeure” clause, in that it is usually exercisable 
only by the underwriter if, in the sole discretion of the under- 
writer, “any substantial adverse change in political, economic, 
financial, or market conditions,” takes place. Underwriting con- 
tracts of this type also generally give the underwriter, or issuer 
and underwriter, the power, without liability except perhaps 
for expenses, to terminate the contract at any time before de- 
livery of, and payment for, the security covered thereby, in the 
event that any adverse action relating to the issue, the issuer, or 
the underwriter is taken by the Commission. A “deficiency 
notice,” which “suggests” that a registration statement should not 
become effective until it has been amended, in accordance with 
the suggestions made in such notice, is not deemed “adverse 
action.” On the other hand, any action taken by the Commission 
which is directed towards the issuance of a stop order, injunc- 
tion, or similar mandate is deemed to be “adverse action.” The 
amount of damage done issuer and underwriter, by the mere 
issuance of a notice of hearing, was a disputed matter until the 
opinion of the Supreme Court in the Jones Case. The Court said: 

“When proceedings were instituted by the Commission and the 
registrant was notified and called upon to show cause why a stop 
order should not be issued, the practical effect was to suspend, 
pending the inquiry, all action of the registrant under his 
statement.” *° 

In addition to the above-described powers of termination—all 
of which are commonly exercisable only by the underwriter—it 
is current practice for underwriting contracts to provide for a 
“cut-off date,” 1.e., a date on, or after, which either party can 
terminate the contract, without liability, except perhaps for ex- 
penses, if, by said date, a registration statement, in spite of the 
good faith and best efforts of both issuer and underwriter, shall 
not have become effective, or, the issue cannot lawfully be 
offered for sale to the public in a minimum number of named 
states. 

(g) Many underwriting contracts now state the principal 
terms of the sub-underwriting and selling group agreements, 


80 Jones v. S. E. C., 298 U. S. 1, 17, 56 Sup. Ct. 654, 80 L. ed. 1015 (1936). 
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under which the underwriter proposes to offer the issue, and 
contain a covenant on the part of the underwriter to adhere to 
these terms. Included in such recitals are: (1) the price, or 
prices, at which the security will be offered initially to the pub- 
lic. In this connection the underwriter sometimes agrees to 
make no original sale—as distinguished from resales in a sec- 
ondary market—below a stated minimum or above a stated 
maximum price, (2) the discounts or commissions to be allowed 
sub-underwriters and dealers, (3) the right of the underwriter 
to trade, for long or short account, in the outstanding securities 
of the issuer, and/or in the securities to be offered,** and (4) the 
right of the underwriter to allot to members of a selling group 
a greater number of shares than he agrees to purchase, or has a 
right to purchase, from the issuer. 

(h) While negotiating and drafting an underwriting contract, 
issuer and underwriter are respectively seller and buyer. At 
least in legal theory, they deal with each other at arm’s length 
across the table. But the situation is reversed during the compli- 
cated process of registering, blue-skying and offering the issue. 
As a matter of law, issuer and underwriter have become joint 
sellers, who must beware, and the public has become the buyer, 
who must be protected. Underwriting contracts, therefore, al- 
ways contemplate a period of arm-in-arm codperation between 
all the parties. Sometimes an attempt is made to specify the 
obligations of the parties to each other during this phase of the 
transaction. Usually, however, it is impossible to do more than 
set forth the consequences of withdrawal, repudiation, default, 
gross negligence, and provable bad faith. Many acts and omis- 
sions, as the result of which one party is damaged by the other, 
can be considered as falling within the no-man’s land, which 
separates the doctrinal frontiers of the law of contracts and the 
law of torts. In any event a “belt concept,” as distinguished from 
a “line concept,” of conduct is unavoidable.** 

(i) The underwriting contract is part of the registration state- 
ment; the registration statement implements the whole registra- 
tion process; and the long tentacles of the registration process 
have a tight grip upon all those seeking to sell securities through 


31 Sections 9 and 15 of the Securities Exchange Act of 1934 raise the question 
of how far underwriters may go under that Act in trading in an issuer’s securi- 
ties. See Securities Act Release No. 748 and Securities Exchange Act Release 
No. 605; and Dean, The Lawyer's Problems in Registration, in THREE YEARS 
OF THE Securities Act, Part II, p. 177. See also U. S. v. Brown, 5 F. Supp. 
81 (S. D. N. Y. 1933) ; and Harper v. Crenshaw, 82 F. (2d) 845 (App. D. C. 
1936) ; Coplin v. United States, 88 F. (2d) 652 (C. C. A. 9th, 1937); and, 
for a thorough summary and analysis of the law, Berle, Stock Market Manipu- 
lation (1938) 38 Cot. L. Rev. 393. Underwriters, on the other hand, often, 
and very properly, desire to make such trades for the purpose of stabilizing 
the market during the period of distribution. In summarizing in the prospectus 
these provisions of the underwriting contracts, care should be taken not to give 
the impression that the underwriters are obligated to support the market. 

82 See Llewellyn, What Price Contract (1930) 40 Yate L. J. 722, particularly 
note 45. See also Vold, Tort Aspect of Anticipatory Repudiation of Con- 
tracts (1928) 41 Harv. L. Rev. 340, and Mason A Theory of Contract Sanctions 
(1938) 38 Cot. L. Rev. 775. 
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the channels of interstate commerce. Up to a point, the prepara- 
tion of a registration statement demands an empirical approach. 
Beyond this point, the draftsman is on dangerous ground, if he 
leans too heavily on experience. The “little fact that makes the 
difference” has a habit of turning up, with the disconcerting 
regularity of the number seven in a game of dice. “There are 
no simple and clear categories into which its problems fall. They 
are as complicated as the entire social and industrial system. 
They are essentially kaleidoscopic.” ** 

Set forth below, are certain suggested provisions relat- 
ing to the operative elements of the more usual type of 
underwriting contract, covering the sale of authorized 
but unissued common stock and entered into before the 
preparation of the registration statement. They are in- 
tended, when read with the footnotes, to “block out” a 
logical frame-work for any such contract. No attempt, 
however, has been made to provide for all the contin- 
gencies, which may arise under any particular set of facts; 
and it is not, in any way, to be implied that the writers 
believe that the detailed foresight of one party to a con- 
tract can be counted on to take the place of the financial 
responsibility, good sense, and good faith of the other. 

These suggested provisions are based, for the most part, 
on agreements filed as exhibits to registration statements, 
which became effective, and under which securities were 
sold to the public. Certain assumptions have been made 
with respect to matters, which in practice are always the 
subject of negotiation and agreement, e.g. the nature of 
the liability of the underwriters; the nature of the powers 
of termination; and the number of states in which the 
issue must be “qualified” for sale to the public before the 
underwriters are obligated to purchase all, or any part, 
of it. 

ARTICLE I. It is agreed that: 

A. Unless the context otherwise clearly requires: 
(1) the letters “S. E. C.” mean the Securities and Ex- 
change Commission; (2) the words “Securities Act” 


88 William O. Douglas and George E. Bates, The Federal Securities Act 
of 1933 (1933) 43 Yate L. J. 216. 
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mean the Securities Act of 1933, as amended; (3) the 
words “Securities Exchange Act” mean the Securities 
Exchange Act of 1934, as amended; (4) for the purposes 
of this contract, “effective date” is deemed to be the date 
of the “notice of effectiveness” issued by the S. E. C., irre- 
spective of the date set forth in the text of said notice as 
of which the registration statement became effective; 
(5) the words “said stock” mean the authorized but un- 
issued common stock of the Company,” as shown on the 
balance sheet attached hereto and marked “Exhibit A”; 
and (6) the words “delivery” and “deliver” when used 
with respect to any demand, notice, request, consent, 
waiver, or other communication in writing hereunder, 
include (a) leaving such communication, between the 
hours of 9 a. m. and 5:30 p.m., Eastern Standard Time, 
at the address of the addressee, as set forth at the end of 
this contract below his signature, or (b) depositing such 
communication in a post-office, or branch post-office, 
maintained at the time of such deposit by the United 
States, inclosed in a registered, postpaid wrapper, di- 
rected to the addressee of such communication, at his ad- 
dress as so set forth below; provided the addressor, on 
the day of such mailing, delivers to a telegraph company, 
directed to said addressee, at his address as so set forth be- 
low, with all charges relating thereto prepaid, a telegram 
stating that such communication had been mailed, or 
(c) delivering a copy of such communication, to a tele- 
graph company, directed to said addressee, at his address 
as so set forth below; provided, that all charges relating 
to said telegram be prepaid by the sender, and that said 
telegram be confirmed within twenty-four hours, by de- 
livering a copy thereof, in the manner prescribed above 
in (a) or, by registered mail but without telegraphic no- 
tice, as in (b). The acknowledgment in writing, by the 


34 Throughout the text the seller is referred to as the “Company,” and the 
purchasers collectively as the “Underwriters.” 
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addressee to the addressor, of such a communication is the 
equivalent of the “delivery” thereof. 

B. ———_——————— is appointed the representative of 
each of the Underwriters. Said representative is not em- 
powered (1) to increase the liability of any Underwriter 
by increasing the number of shares of said stock, which 
any Underwriter is obligated to purchase or cause others 
to purchase, or (2) to increase the price per share which 
any Underwriter agrees herein to pay, or cause others to 
pay, for said stock, or (3) to extend the period of time 
within which the Company is empowered to deliver the 
Clearance Notice, as hereinafter defined, beyond the 
day of ——————, 19—. The Company, however, can 
rely upon any demand, notice, request, consent, waiver, or 
other communication in writing, delivered to the Com- 
pany by said representative, except with respect to mat- 
ters stated in the immediately preceding sentence. Copies 
of financial reports, registration statements, prospectuses, 
listing applications, and applications under the so-called 
“Blue Sky” laws of any state, as well as all demands, no- 
tices, requests, consents, waivers, or other communications 
in writing, which it may be necessary or advisable for the 
Company to deliver, or to furnish, to the Underwriters, 
or any one of them, will* be duly “delivered” or “fur- 
nished” to the Underwriters, and each of them, if deliv- 
ered or furnished, within the time or times herein pre- 
scribed, to said representative of the Underwriters. 

C. Time is of the essence under this contract. In 
computing the time from, or after, a certain day, or a 
given date, or the day on which an act is done or an event 
occurs, said certain day, or given date, or day on which an 
act is done or an event occurs, is excluded, and the last 
day, within which an act may or must be done, is in- 
cluded. Sundays and legal holidays will be counted in 

35 Throughout the text, the auxiliary “will” is used in the third person to 
denote future action, because it is felt that the force of the verb “agree” makes it 


unnecessary, and even undesirable, to invoke any meaning, or shade of meaning, 
grammatically implicit in “shall.” 
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reckoning a stated number of days; but, if the last day, 
on which an act may or must be done, falls on a Sunday 
or a legal holiday, such an act may be done on the day, 
which is not a Sunday or legal holiday, immediately fol- 
lowing said last day, with the same force and effect as if 
done in accordance with the terms of this contract.” 


D. Words importing the plural number may be made 
applicable to single persons or things; and words import- 
ing the masculine gender may include the female, or 
neuter gender, whenever such a construction is in accord 
with the meaning and purpose of this contract. 


E. The word “person” means an individual, corpora- 
tion, partnership, association, or any legal entity. 


F. The validity, interpretation, and construction” of 
this contract, and of each part hereof, will be governed 
by the law of the State of 


G. This contract will bind and enure to the benefit of 
the parties hereto, and their respective successors, assigns, 
heirs, executors, and administrators.** No party will be 
relieved, by or through any assignment, of his primary 
liability hereunder, in the event of default by his assignee. 


H. This contract is for the exclusive benefit of the 
parties hereto, and their respective successors, assigns, 
heirs, executors, and administrators, as provided above, 
and each person who controls any party hereto within the 
meaning of section 15 of the Securities Act of 1933, as 


36 See Jessar Realty Corp. v. Friedman Realty Co., 227 App. Div. 733, 
rev'd 253 N. Y. 298, 171 N. E. 62 (1930). In this case a contract provided 
for cancellation upon a notice to the Sellers’ attorney sent by registered mail 
on or before a fixed date. The notice was sent the day after the fixed date, 
because said fixed date was a Sunday. The Court of Appeals held that such 
notice was insufficient, and that the provisions of § 25 of the New York General 
Construction Law did not apply. 


87 For a discussion of the difference, if any, between the “interpretation” and 
“construction” of contracts, see A TREATISE ON THE LAw oF CONTRACTS, 
Revised Edition, by SAMUEL WILLISTON and GeorGE J. THompson, Vol. III, 
p. 1729, (1936) and Consolidators’ Notes to The New York General Con- 
struction Law, t.e. c. 22, Consolidated Laws of New York. See also Pitamic, 
oy * eee of the Problem of Interpretation (1933) 19 J. Am. Bar Asswn., 

88In underwriting contracts right of voluntary assignment is sometimes 
restricted or taken away entirely. 
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amended, and no other persons now have, or can acquire, 
any rights hereunder. 

I. This contract supersedes and cancels all other con- 
tracts, agreements, or understandings between the Com- 
pany and the Underwriters, or any of them, with respect 
to said stock. The representations made herein by the 
Company are the only representations on which the 
Underwriters have relied in entering into this contract. 
Said representations will survive delivery of, and pay- 
ment for, all or any part of said stock. 

J. This contract may be executed in any number of 
counterparts. Each counterpart, when executed and de- 
livered, will be an original contract; but all said counter- 
parts when taken together will constitute one and the same 
instrument. 


ARTICLE II. The Company represents, as matters 
of fact, and warrants” that: 


A. It is a duly-organized and existing corporation 
under the laws of the State of —---—————_; and the 
copies of its “Certificate of Incorporation” and “By- 
Laws,” (each of which has been initialed for identifica- 
tion and is made a part hereof) are respectively complete 
and correct. 


B. ———————— have represented to the Company 
that they are “independent public accountants,” within 
the meaning of the Securities Act, and the Company be- 
lieves this representation to be true. 

C. Attached hereto (as “Exhibit A”) and made a 
part hereof, is a balance sheet of the Company “as at De- 
cember 31, 19—,” together with certain supplemental 
schedules. Said balance sheet is certified by said firm of 
accountants. It fairly presents, in accordance with ac- 
cepted principles of accounting consistently followed 


89 The use of the phrases “represents as matters of fact” and “warrants” 
may be considered as redundant. The purpose is to make it clear that an 
affirmance of fact, and not an expression of opinion, is intended. 
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during the period under review, the capitalization, assets 
and liabilities of the Company as at said date.*° Since 
said date (1) there has been no change in said capitaliza- 
tion, and (2) there have been no changes in said assets and 
liabilities, except changes in the usual course of the opera- 
tion of the business of the Company. 


D. There are no options to which the Company is a 
party for the purchase of said stock. There are no “man- 
agement contracts,” or contracts with employes—except 
on a month-to-month basis, and except as set forth in “Ex- 
hibit B,” annexed hereto and made a part hereof. The 
Company is in no controversy with any public body over 
taxes, and there are no claims, demands, suits or judg- 
ments against the Company—except as set forth in Ex- 
hibits “A” or “B.” 

E. Attached hereto (as “Exhibit C” and “Exhibit D” 
respectively) and made a part hereof, are income ac- 
counts of the Company for the years ended “December 
31, 19—, December 31, 19—, and December 31, 
19—,” and surplus accounts for the same years. Said 
“accounts” are certified by said firm of accountants, and, 
when taken together for each year, fairly present, in ac- 
cordance with accepted principles of accounting consist- 
ently followed, during the periods under review the net 
earnings, income, profit and loss of the Company. 


F. The outstanding stock of the Company is validly 
issued and fully paid; and nonassessable, except as pro- 
vided by statute with respect to debts, salaries, and 


40“Accounts are not mere statements of fact, but represent the application 
to facts of judgment and accounting principles. Truth in accounts is not, 
therefore, a simple matter of correspondence between fact and statement— 
accounts are true if they result from the application of honest judgment and 
reasonable accounting principles to the relevant facts. The question that should 
really be put to the accountant is not whether the balance sheet is true, but 
whether it is fair—fair in the accounting principles on which it is based; fair 
in the way in which those principles are applied to the facts, and fair in the 
way in which the results are presented. These are matters of opinion.” George 
O. May, The Position of Accountants Under the Securities Act, THE JouRNAL 
or ACCOUNTANCY, January, 1934, p. 20. See also Corporate Accounting and 
Reporting, by F. W. Jones in THE Security Markets, published by Twen- 
tieth Century Fund, Inc. (1935). 
















52 THE GEORGE WASHINGTON LAW REVIEW 


wages,’ which may be, or become, due to operatives, 
laborers, clerks, employes, and servants. All, or any part, 
of the authorized but unissued stock of the Company, 
when issued and paid for pursuant to the terms of this 
contract, will be validly issued and fully paid; and will 
be nonassessable, except as provided by statute with re- 
spect to debts, salaries, and wages, which may be, or be- 


come, due to operatives, laborers, clerks, employes, and 
servants. 


G. No notice has been served upon the Company 
claiming or asserting a claim to federal taxes involving a 
liability, in addition to the liability for federal taxes, as 
shown upon the balance sheets referred to in subdivision 
C of this article. 


H. There is no litigation pending against the Com- 
pany except as follows: 


ARTICLE III. It is agreed that: 


A. The Company will deliver to the Underwriters, 
on or before the closing date, to be determined as herein- 
after provided, opinions of —--—————, counsel for the 
Company, satisfactory in form to counsel for the Under- 
writers, that the representations made in paragraphs “A” 
and “F” of Article II hereof are correct, and that the reg- 
istration statement and prospectus referred to in para- 
graph “D” of this Article III comply, as to form, with 
the Securities Act of 1933, as amended, and the Rules and 
Regulations issued thereunder. 


41 The statutes of certain states impose a contingent liability upon stock- 
holders for “debts,” “salaries,” and “wages,” which may be “due” to “operatives,” 
“laborers, servants, or employees,” “laborers and employees,” and “clerks, serv- 
ants and laborers.” In some jurisdictions this liability is several, limited in 
amount, and contingent upon the exhaustion of other remedies. In other juris- 
dictions, it appears to be joint, and unlimited. The writers, on occasion, have 
questioned the accuracy of the declaration on the face of stock certificates that 
the shares represented thereby were, “non-assessable.” See: Mass. G. L. c. 156, 
§ 35; New York S. C. L. §71; Pa. B. C. L. §514, as amended by L. 1935, 
Act No. 361; Wisconsin S. § 182.23; 13 FLetcHEeR CycLopEepIA CoRPORATIONS, 
Permanent Edition, 6282 et seq. For a discussion of the effect of representations 
that stock is non-assessable see Brown v. San Gabriel River Rock Co., 
22 Cal. App. 682, 136 Pac. 542 (1913); Merchants, etc. v. Kelso, 46 Cal. 
App. 218, 189 Pac. 116 (1920). 
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B. Between the date hereof and the closing date (to 
be determined as hereinafter provided) the Company, ex- 
cept as required by law, or its Certificate of Incorpora- 
tion, or By-Laws, will not suffer, permit, nor facilitate 
any change in said “Certificate of Incorporation,” except 
with the written consent of the representative of the 
Underwriters; and there will be no change in the assets 
and liabilities, as set forth on said balance sheet, except 
such changes as have occurred or will occur, in the usual 
course of the operation of the business of the Company. 

C. The Company, between the date hereof and said 
closing date, will conduct its business in accordance with 
the usual course of the operation of its business. 


D. ‘The Company—at its own expense, and in accord- 
ance with the provisions of the Securities Act, and the 
Rules and Regulations issued thereunder—forthwith will 
prepare, execute, and file a registration statement, and 
prospectus, covering ————— shares of said stock. The 
Company, at its own expense: will use its best efforts to 
cause said registration statement forthwith to become 
effective; will currently inform said representative of the 
Underwriters of the results of its efforts; will forthwith 
deliver to him a copy of any deficiency letter, order, or 
notice of the S. E. C. relating to said registration state- 
ment; and will amend the prospectus and the registration 
statement, as prescribed by the Act or said Rules and 
Regulations, during the period within which the Act or 
said Rules and Regulations require the prospectus to be 
used in connection with the sale of said stock. Upon re- 
quest the Company also will forthwith deliver to said 
representative, without cost, up to fifty copies of said 
registration statement and one hundred copies of said 
prospectus, and, at the cost of printing, such number of 
additional copies of said registration statement and pros- 
pectus as the representative of the Underwriters may re- 
quest. In determining said cost of printing the cost of 
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originally setting the type and author’s corrections will 
not be taken into consideration. 

E. The Company—at its own expense, and in accord- 
ance with the laws of the States hereinafter named—will 
take forthwith such action as may be required to enable 

shares of said stock lawfully to be offered for 
sale to the public under the laws of each of the following 
twelve states: 

No Underwriter will be obligated to purchase, or ob- 
tain purchasers for all, or any part of, said stock until said 

shares of said stock can lawfully be offered for 
sale to the public in at least nine of said twelve states. 
(Said nine states which must include the States of 
and , are herein sometimes called “Must States’’). 
If any regulatory body, with jurisdiction in the premises, 
refuses to allow said stock to be offered for sale to the 
public in any state, solely because of the amount of the 
public offering price, or the profit per share to the Under- 
writers, as said profit may be determined by said public 
body; then, the Underwriters, if requested in writing by 
the Company, (1) will reduce the public offering price 
in such state to such an extent as will enable said stock 
lawfully to be offered for sale to the public therein, or 
(2) the Company will not be obligated to “qualify” any 
shares of said stock for sale to the public in such state, as 
a condition precedent to the obligation of the Under- 
writers, or any one of them, to purchase, or obtain pur- 
chasers for any shares of said stock. Each of said twelve 
states, in which the Company is not obligated, by reason 
of the provisions of subdivision (2) of the next preceding 
sentence, to qualify said stock for sale to the public, is re- 
ferred to herein as an “Excepted State,” and each ex- 
cepted state, for the purpose of determining whether or 
not the Company has complied with its obligations under 
this paragraph “E” of Article III, is deemed to be a State 
within which the Company has qualified the required 
number of shares of said stock. The Underwriters will 
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bear all printing expenses, connected with any amend- 
ments or supplements to said registration statement or 
prospectus, which, in the opinion of the Company, it may 
become necessary or advisable to make, or issue, on ac- 
count of any such reduction in said public offering price. 

F. If requested by the Underwriters, the Company at 
its own expense will forthwith file: (1) with such Na- 
tional Exchange as the Underwriters may name, an appli- 
cation to list all of its then outstanding common stock, 
and, (2) with the S. E. C., an application to register said 
stock under the Securities Exchange Act. The Company 
will use its best efforts to obtain forthwith said listing and 
to cause forthwith said registration to become and remain 
effective. 

G. The Company will deliver forthwith to the 
Underwriters, (a) copies respectively of all listing appli- 
cations, “Blue Sky” applications, registration applications 
under the Securities Exchange Act, and any orders or 
notices issued in the premises by any Exchange, the 
S. E. C. or other regulatory public body, and (b) for a 
period of five years, beginning ———— months from the 
date hereof, a copy of its annual report certified by an 
independent public accountant, and its quarterly balance 
sheet and earning statement, which may or may not, in the 
discretion of the Company, be certified by an independent 
public accountant.” 

H. The Company will indemnify and hold harmless 
each of the Underwriters, and each person, who controls 
any Underwriter within the meaning of Section 15 of the 
Securities Act of 1933, as amended, against, and from, 
any and all liabilities, claims, losses, damages or costs, 
which may arise from, or by reason of, an allegation that 
said registration statement contained an untrue statement 
of a material fact, or omitted to state a material fact re- 

42 The necessity for underwriters to be currently informed of the affairs of 
an issuer is greatest with respect to convertible stock or securities. See REPORT 


oF INDUSTRIAL SECURITIES COMMITTEE, Investment Bankers Association of 
America (1936). 
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quired to be stated therein, or necessary to make the state- 
ments therein not misleading; or, that the prospectus in- 
cluded an untrue statement of a material fact, or omitted 
to state a material fact necessary in order to make the 
statements therein, in the light of the circumstances under 
which they were made, not misleading, unless said allega- 
tion relate to such a statement or omission which is made 
by the Company in accordance with and in reliance upon 
written information furnished the Company by the 
Underwriters; or one or more of them, in connection with 
the preparation of said registration statement and pros- 
pectus or either of them. This agreement of indemnity 
is conditioned upon the Company being promptly notified 
in writing, of the commencement of any action to enforce 
any such liability or claim or to recover any such losses, 
damages or costs. —The Company will be entitled to join 
in the defense of any action, covered by this indemnity, 
or, upon demand of the Underwriters, or any one of them, 


the Company, at its own expense, will assume such de- 
fense. 


ARTICLE IV. It is agreed that: 


A. The Underwriters will coédperate with the Com- 
pany in preparing all such registration statements, pros- 
pectuses, applications for “qualification” under State 
laws, and applications for listing on National Exchanges. 
The Underwriters at their own expense will furnish the 
Company with such information as may be necessary in 
the preparation of all or any of the above documents, 
within ten days after such information is requested in 
writing by the Company; provided, however, that such 
information is not within the knowledge of the Company, 
cannot be obtained by the Company in the exercise of rea- 
sonable diligence, and is within the knowledge of the 
Underwriters. 

B. The Underwriters will coéperate with the Com- 
pany in the presentation to the proper public bodies of 
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applications for the “qualification” of said stock under 
the laws of the twelve States named above. The Under- 
writers are not obligated to incur any expenses in connec- 
tion with said presentations; but said representative of 
the Underwriters is authorized to incur such expenses, 
for the account of the Company, up to, but not in excess 
of, the sum of $—————-, and the Company will reim- 
burse said representative for said expenses up to said sum 
of $———_——-. 

C. Each Underwriter—to the amount of the total 
offering price of the shares which he is severally obli- 
gated to purchase under Article V hereof but to no 
greater amount—will indemnify and hold harmless the 
Company, and each person, who controls the Company 
within the meaning of Section 15 of the Securities Act of 
1933, as amended, against, and from, any and all liabili- 
ties, claims, losses, damages or costs, which may arise 
from, or by reason of, an allegation that said registration 
statement contained an untrue statement of a material 
fact, or omitted to state a material fact required to be 
stated therein, or necessary to make the statements therein 
10t misleading; or, that the prospectus included an un- 
true statement of a material fact, or omitted to state a 
material fact necessary in order to make the statements 
therein, in the light of the circumstances under which 
they were made, not misleading, to the extent said allega- 
tion (1) relate to a statement or omission which is made 
by the Company in accordance with and in reliance upon 
written information furnished the Company by the 
Underwriters, or one or more of them, in connection with 
the preparation of said registration statement and pros- 
pectus, or either of them, or (2) be based on the failure 
by the Company to include a material statement in said 
registration statement and prospectus, or either of them, 
because the Underwriters, or one or more of them, failed 
to furnish the Company with any material information 
required hereunder to be furnished the Company by the 
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Underwriters, or any one of them. This agreement of in- 
demnity by the Underwriters is conditioned upon the 
Underwriters being promptly notified by the Company 
in writing, of the commencement of any action, to enforce 
any such liability or claim, or to recover any such losses, 
damages, or costs. The Underwriters, or any one of them, 
will be entitled to join in the defense of any such action, 
or, upon demand of the Company, the Underwriters, as 
a group, and at their own expense, will assume such de- 
fense. 

ARTICLE V. On the basis of, and subject to, the 
correctness of all the representations, and to the due per- 
formance by the respective parties of all the terms and 
conditions, of this contract, and to the powers of termina- 
tion hereinafter given respectively to the Company and 
the Underwriters, it is agreed that: 

A. At the time and in the manner provided for herein, 
the Company will sell, at the price of ————— dollars 
per share, to each Underwriter the number of shares of 
said stock hereinbelow set opposite the name of said 
Underwriter. At the time and in the manner provided 
for herein, each Underwriter will take up and pay for, 
or cause others to take up and pay for, at the price of 
dollars per share, the number of shares of said stock here- 
inbelow set opposite his name: 

B. The obligation of each Underwriter, under para- 
graph “A” next above, is several and not joint; that is to 
say, each Underwriter contracts therein for himself alone, 
and the liability of each Underwriter, under said para- 
graph “A,” is limited to taking up and paying for, or 
causing others to take up and pay for, in the manner and 
at the time herein provided, the number of shares of said 
stock set opposite his name, at said price of ———— dollars 
per share. 

ARTICLE VI. It is agreed that: 

A. As soon as—(1) said registration statement be- 
comes effective, and (2) said stock lawfully can be offered 
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for sale to the public in said nine, or more, of the above- 
named twelve States; each Excepted State being deemed 
to be a State wherein said stock lawfully can be offered 
to the public—the Company will deliver to the represent- 
ative of the Underwriters a Clearance Notice, which will 
set forth and, as required below, have attached to it: 
(1) the date on which the registration statement became 
effective, (2) the names of the Excepted States, if any, 
and a statement of the grounds on which the Company 
claims each of said States to be an Excepted State, 
(3) with respect to each State, not an Excepted State, the 
date when it became lawful* to offer said stock to the 
public therein, together with a copy of any official au- 
thorization to make such offering. 

B. The representative of the Underwriters will de- 
liver to the Company an acknowledgment in writing of 
said Clearance Notice within a period of five days after 
receiving the same. Said acknowledgment will set forth, 


as of the date thereof, the objections, if any, of the Under- 
writers to said Clearance Notice. 


ARTICLE VII. It is agreed that: 


A. The Closing Date under this contract will be the 
day after delivery to said representative of the 
Underwriters of said Clearance Notice, unless said repre- 
sentative request that settlement be made on an earlier 


43 Statutes regulating sale of securities to the public are in effect in every 
state except Nevada. These statutes may be roughly classified as follows: 
(1) the “fraud” type, which does not require either the “qualification” of a 
security or the “licensing” of a dealer, but punishes fraud and provides for the 
issuance of mandates to prevent fraud; (2) the “licensing” type which requires 
dealers in securities to be “licensed,” but does not require securities to be 
“qualified,” although in some jurisdictions the investigation of a dealer’s 
business practices amounts to “qualifying” the securities which he seeks to 
offer; (3) the “registration” type, which requires that securities be “qualified,” 
but does not require that dealers be “licensed”; (4) the “licensing and regis- 
tration” type, which requires that securities be “qualified” and that dealers 
be “licensed.” See Smith, State “Blue Sky’ Laws and the Federal Securities 
Acts (1936) 34 Micu. L. R. 1135. The basis, therefore, for any assertion 
by an issuer that a particular security can be lawfully offered to the public 
in a particular State may be as definite as the posssesion of a “permit” or 
other official authorization to that effect, or as general as the fact that, as 
of the date of such assertion, no claim of fraud has been made within the 
knowledge of the issuer. 
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date. Said earlier Closing Date may be fixed by said 
representative of the Underwriters by a notice in writing 
(hereinafter called “Closing Notice’) delivered to the 
Company five days in advance of the Closing Date fixed 
therein. 

B. Certificates, representing ————— shares of said 
stock, will be delivered by the Company to, or on the 
order of, said representative of the Underwriters, at 
11 A. M., Eastern Standard Time, on said Closing Date, 
for the account of each Underwriter, against payment 
simultaneously to the Company by, or for the account of, 
each Underwriter of the full amount which each Under- 
writer is obligated to pay the Company under Article V 
hereof. Said certificates will be in such denominations, 
and registered in such name or names, as said representa- 
tive of the Underwriters may request, and in such form 
as will constitute a “good delivery” under the rules of the 
New York Stock Exchange then in force; provided, 
however, (1) that said representative of the Underwriters 
can always waive in writing any provisions hereof with 
respect to the form of said certificates, and (2) that the 
Company, without an agreement of indemnity by said 
representative of the Underwriters, satisfactorily to coun- 
sel for the Company, will not be required to do any act, 
under the provisions of this paragraph, which, in the 
opinion of its counsel, will render the Company liable to 
pay any transfer taxes hereunder, in excess of $ 
All “original issue” taxes, together with transfer taxes not 
in excess of said sum of $—————, will be paid by the 
Company. 

ARTICLE VIII. Anything in this contract to the 
contrary notwithstanding, it is agreed that: 

A. At any time, before a public offering of any part 
of said stock and within a period of ————— days after 
delivery by the Company to the representative of the 
Underwriters of said Clearance Notice, said representa- 
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tive may terminate this contract, on written notice deliv- 
ered to the Company, if, in his sole discretion, he shall 
determine that the then present, or prospective, financial, 
economic, political, security market, or other conditions 
and circumstances, including any material adverse change 
in the operating, credit, or financial condition of the Com- 
pany, are such as make it undesirable to proceed with this 
contract. Any advertisement of said stock in the public 
press will be deemed to be a “public offering” within the 
meaning of this paragraph. 


or 


At any time, before a public offering of any part of 
said stock and within a period of ———— days after de- 
livery by the Company to the representative of the 
Underwriters of said Clearance Notice, said representa- 
tive may terminate this contract, on written notice deliv- 
ered to the Company, if, in his sole discretion, he deter- 
mines that it is undesirable to proceed with this contract, 
because there has been a substantial change in the finan- 
cial condition of the Company, or there has occurred 
anywhere, any major catastrophe (such as the outbreak 
of war) a national calamity, an act of God, or a panic, 
which materially disrupts the financial and security mar- 
kets of the United States. Any advertisement of said 
stock in the public press will be deemed to be a “public 
offering” within the meaning of this paragraph. 

B. If the Underwriters terminate this contract, as pro- 
vided in paragraph “A” immediately above, the Under- 
writers will be jointly obligated to reimburse the Com- 
pany, as hereinafter provided, on account of its expenses, 
paid or incurred hereunder, up to, but not in excess of, 
the sum of $ . 

C. If, before the Closing Date, the S. E. C. takes, or 
initiates, any action causing, or directed towards causing, 
a suspension of the effectiveness of said registration state- 
ment, or the issuance of a stop-order, injunction, or simi- 

5 
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lar mandate, which, with or without referring to said 
stock, adversely affects the offering of said stock to the 
public; then, either the Company or the representative 
of the Underwriters may terminate this agreement on 
written notice delivered to the other, without any obliga- 
tion or liability, on the part of any party hereto to any 
other party hereto, except as hereinafter expressly pro- 
vided. 

Any order, or deficiency notice—which is issued by the 
S. E. C. prior to the effective date of the registration 
statement, and which refuses to permit such statement to 
become effective, or suggests that it will not become ef- 
fective, until it has been amended, in accordance with 
such order or notice—shall not be deemed to be grounds 
for the termination of this contract. 

If adverse action by the S. E. C., resulting in a termina- 
tion of this contract, be taken solely on account of any act 
or omission of the Underwriters, then the Underwriters 
will be jointly obligated to reimburse the Company, as 
hereinafter provided, on account of its expenses, paid or 
incurred hereunder, up to, but not in excess of, the sum 
of $————. The Underwriters, however, will be under 
no liability to the Company, if adverse action by the 
S. E. C., resulting in a termination of this contract, be 
taken on account of, or partly on account of, any act or 
omission of the Company. 

D. Any claim for taxes by any public authority is as- 
serted against the Company in an amount in excess of 
$———_-; or any action, suit or other proceeding against 
the Company shall have resulted in an order, verdict, 
opinion, report, decision, judgment or decree against the 
Company, holding, determining or adjudging the Com- 
pany to be liable in an amount in excess of $———, and 
the Company shall not be covered by insurance against 
such liabilities. 

E. Ifthe Company, notwithstanding its good faith and 
best efforts in the premises, is unable to deliver said Clear- 
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ance Notice on or before the ——— day of , 
19—, then, this contract may be terminated, either by the 
Company or said representative of the Underwriters on 
written notice delivered to the other. If this contract be 
so terminated, there will be no liability, or obligation, on 
the part of any party hereto to any other party; except 
with respect to expenses as hereinafter expressly pro- 
vided.... 

Attention is called to the fact that these suggested pro- 
visions vest greater powers in the “representative of the 
Underwriters” than are now usually conferred upon any 
single person or firm. Furthermore, they do not deal with 
a number of matters, which are hard to cover within 
reasonable limits in a hypothetical contract. For ex- 
ample: (a) If one or more Underwriters withdraw, as 
permitted by the contract, or repudiate their obligations, 
or default in the performance of their obligations—what 
are the rights of the Company, with respect to terminat- 
ing the contract, to holding the remaining Underwriters 
to their several obligations, and to obtaining Under- 
writers to take the place of such withdrawing, repudiat- 
ing, or defaulting Underwriters? and (b) If one or more 
Underwriters so withdraw, repudiate, or default—what 
are the rights, z.e., the joint rights and the several rights, 
of the remaining Underwriters with respect to terminat- 
ing the contract, to paying for and taking up the shares 
which such withdrawing, repudiating, or defaulting 
Underwriters agreed to purchase, and to obtaining Un- 
derwriters to take their place? The following paragraph 
illustrates one way in which some of these contingencies 
may be provided for: 

If any Underwriter, before the delivery of said stock and in 
the manner and for any reason permitted hereunder, terminates 
his obligations hereunder, or, before such delivery, repudiates 
his obligation hereunder, or fails to take up and pay for the full 
number of shares of said stock set forth opposite his name, upon 
tender of said shares, in accordance with the provisions hereof, 


then the remaining Underwriters, within a period of days 
after such termination, repudiation or failure (1) may assume, 
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in such proportions as they may agree upon, the obligation here- 
under of taking up and paying for the stock, which such with- 
drawing, repudiating, or defaulting Underwriter agreed to pur- 
chase, or (2) may substitute, with the consent of the Company, 
another Underwriter, or Underwriters. If said remaining Under- 
writers do not assume said obligation, or do not substitute another 
Underwriter, or Underwriters, as aforesaid, then, the Company, 
within a period of days after the expiration of said day 
period, may procure another Underwriter, or Underwriters, satis- 
factory to said remaining Underwriters. If said remaining 
Underwriters do not so assume said obligation, or, if the Com- 
pany does not so procure another Underwriter, or Underwriters, 
then neither the Company nor any of the remaining Underwriters 
will be under any obligation under this contract, except with 
respect to certain expenses as specifically herein set forth. Noth- 
ing herein contained (1) will obligate any Underwriter to pur- 
chase, or find purchasers for, any of said stock in excess of the 
number of shares set forth opposite his name, or (2) will obli- 
gate the Company to deliver, or any Underwriter to take up and 
pay for, any of said stock unless at least shares thereof 
are simultaneously taken up and paid for by all the Underwriters, 
or (3) will extend the Closing Date beyond a period of 
days after the day after the delivery of the Clearance 
Notice as provided above. 

















Issuers are required to state in the Registration State- 
ment whether any portion of the consideration to be re- 
ceived for the stock to be offered is to be credited to an 
account other than capital, and, if determined, to what 
other account to be credited, and the amount per share. 
Underwriting contracts sometimes contain agreements on 
the part of the issuers covering these points; and limiting 
the payment of dividends out of paid-in surplus. Such 
provisions are frequently complicated. The suggested 
clause set forth below assumes, a par value of $15 per 
share for the convertible preferred stock which is the 
subject of the contract, of $1 per share for the common 
stock into which the preferred stock is convertible, a con- 
sideration of $22 per share to be received for the pre- 
ferred stock, a redemption price for the preferred stock 
of $27 per share, and an existing Surplus Account: 


The Company agrees that it will credit, out of the proceeds 
($22) from the sale of each share of Preferred Stock, the sum 
of $15 per share (being the par value thereof) to the Preferred 
Capital Stock Liability Account, and will credit the balance ($7) 
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of such proceeds to the Paid-In Surplus Account (appropriated 
for Preferred Stock). Likewise, the Company agrees to increase 
said’ Paid-In Surplus Account (appropriated for Preferred 
Stock) by charging its existing Surplus Account and crediting 
said Paid-In Surplus Account (appropriated for Preferred Stock) 
with an amount ($5), equal to the difference between the re- 
demption price of each share of Preferred Stock ($27) and the 
amount ($22) received upon the sale of each share of Preferred 
Stock. The Company further agrees that, so long as any of 
said Preferred Stock is outstanding, it will not declare, set aside, 
or pay any dividends on any class of its stock out of its said 
Paid-In Surplus Account (appropriated for Preferred Stock) or 
out of any Surplus arising out of reappraisal of assets. It is 
understood and agreed, however, that as each share of Preferred 
Stock is converted into Common Stock the sum of $15 (being 
the par value of such Preferred Stock) may be charged against 
the Preferred Capital Stock Liability Account. An amount equal 
to $1 per share for each share of Common Stock, issued on such 
conversion, will be credited to the Common Capital Stock Lia- 
bility Account and the balance thereof ($14) may be credited 
to the Surplus Account. For each share of said Preferred Stock 
so converted, the amount ($12), previously credited as afore- 
said to the Paid-In Surplus Account (appropriated for Preferred 
Stock), may be charged against said Paid-In Surplus Account 
(appropriated for Preferred Stock). Upon the redemption, or 
the retirement, of any of said Preferred Stock, the Company 
may charge against its Preferred Capital Stock Liability Account 
the sum of $15, being the par value thereof, and against its Paid- 
In Surplus Account (appropriated for Preferred Stock) the 
sum of $12 for each share so redeemed or retired. The above 
restriction on the payment of dividends out of the Paid-In Sur- 
plus Account (appropriated for Preferred Stock) will not apply 
to any amount transferred from said Paid-In Surplus Account 
(appropriated for Preferred Stock) as aforesaid. 


When an underwriting contract involves the creation 
and issuance of a preferred stock, for the retirement of 
which a sinking fund is to be set up, the following ques- 
tion may arise: “Is the surplus, segregated in an Appro- 
priated Surplus Account for the purpose of retiring pre- 
ferred stock, to be returned, as preferred stock is retired, 
to surplus available for dividends on the common stock; 
or, is such an Appropriated Surplus Account to increase 
continuously until the entire original aggregate par value 
of the preferred stock is retired?” 

It has been authoritatively stated that good accounting 
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practice favors the latter procedure.** But some lawyers 
and accountants contend otherwise. The draftsman’s duty 
is to call the matter to the attention of the principals, and 
clearly set forth the conclusion at which they arrive. The 
first of the following paragraphs is designed to meet one 
alternative, and the second the other: 


As each of said sums is so set aside, as and for a Sinking Fund, 
an amount equal thereto shall be deducted from the net profits, 
or surplus, legally available for dividends on the Common Stock, 
and set up in an Appropriated Surplus Account, which Appro- 
priated Surplus Account shall continuously increase until the 
entire original aggregate par value of the Preferred Stock is re- 
tired, or cash provision for such retirement has been made. 


or 


As each of said sums is so set aside, as and for a Sinking 
Fund, an amount equal thereto shall be deducted from the net 
profits, or surplus, legally available for dividends on the Common 
Stock, and set up in an Appropriated Surplus Account. As the 
Preferred Stock shall be retired through said Sinking Fund, as 
hereinabove provided, amounts equal to the par value of the Pre- 
ferred Stock so retired shall be transferred from such Appro- 
priated Surplus Account to the net profits, or surplus, legally 
available for dividends on the Common Stock. 


44See MonTGoMERY, AUDITING— THEORY AND Practice, Fifth Edition, 
pp. 423-25: “Even though the reserve accounts are largely in excess of the 
principal amount of the issues remaining to be retired through periodical in- 
stallments, it is not usually proper to transfer any part of the reserves to 
general surplus, unless the original agreement so provides, or unless the 
original agreement has been modified by unanimous consent of the interested 
parties. 
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EDITORIAL NOTES 


THE COMMERCE CLAUSE AND THE FAIR LABOR 
STANDARDS ACT 


The Fair Labor Standards Act,’ approved by the President June 
25, 1938, is probably the most far reaching statute since the National 
Industrial Recovery Act. It seeks to eliminate the products of child 
labor from interstate commerce, and to regulate the wages and hours 
of employees engaged in commerce and “in the production of goods 
for commerce.” The term “production” is so broadly defined as to 
include almost all activities requiring the handling of goods which 
may be shipped into another state.2 The Act has a threefold method 
of enforcement. In addition to the authority of the Administrator 
to enjoin violations of the Act,* and of the Department of Justice to 
institute criminal prosecutions,* the employee is given the right to sue 
his employer for his unpaid minimum wage as well as compensation 
for overtime.® 

The broad implications of the Act present a number of funda- 
mental constitutional issues.* Due process of law, delegation of power 
to the Administrator, and the extension of the federal regulatory 
power under the commerce clause are among the significant ques- 
tions which may be raised. The conservative administration of the 
Act and the low initial minimum wage requirements’ may explain 
why the orders of the Administrator have thus far resulted in consent 
decrees. A criminal prosecution for the violation of the Act may 
result in a test of its constitutionality.®° Although it is recognized 
that there are other phases of the Act which may cast a doubt upon 


152 Stat. 1060 (1938), 29 U. S. C. Supp. IV, §201 (1938). 

2 52 Stat. “| (j) (1938), “. . . for the purposes of this Act an employee shall 
be deemed to have been engaged in the production of goods if such employee 
was employed in producing, manufacturing, mining, handling, transporting or 
in any other manner working on such goods, or in any process or occupation 
necessary to the production thereof, in any state.” 

352 Stat. 1069 (1938), 29 U. S. C. Supp. IV, §218 (1938). 

452 Stat. 1069 (1938), 29 U. S. C. Supp. IV, §218 (a) (1938). 

552 Stat. 1068 (1938), 29 U. S. C. Supp. IV, §215 (a) (1938). 

6 With regard to the constitutionality of the bill as originally drawn, see 
the testimony of Robert H. Jackson, Joint Hearings before the Senate Commit- 
tee on Education and Labor and the House Committee on Labor on S. 2475 
and H. R. 7200, 75th Congress, Ist Session (1937), part I, pages “i see 
also Cooper, Extra Time for Overtime Now Law (1938) 37 Micu. L. 

The Federal Wages and Hours Act (1939) 52 Harv. Law Rev. 646. 

752 Stat. 1062 (1938), 29 U. S. C. Supp. IV, § 206 (1938). 

86 U. S. Law Weex 815 (Feb. 21, 1939). 

96 U. S. Law WEEK 843 (Feb. 28, 1939). 
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its validity, this discussion is limited to a consideration of the 
measure as it relates to the commerce clause. 


Employees Engaged in Commerce 


There is little doubt but what Congress has power to control the 
wages and hours of employees actually engaged in commerce. In 
1893, Congress enacted the first safety appliance act which was held 
to apply to railroads lying entirely within a state but serving as a link 
in an interstate route.° The Adamson Act of 1916 which fixed the 
hours of work of employees of interstate carriers had the effect of 
establishing hours for similar classes in interstate lines. Although 
the First Employees Liability Act was held invalid because its benefits 
were interpreted as not confined to employees actually engaged in 
interstate commerce,’ a second act which was more confined in its 
application was upheld.** It has been decided that Congress may fix 
the hours of the working day and forbid a reduction in wages of 
interstate employees for a period of ten months, in order to prevent 
a threatened strike.** Congress may also prohibit the interference 
with the organization of employees or coercion in order to further 
the development of company unions instead of unions which were 
found to represent the employee interests.** It can require an inter- 


state rail carrier to deal with employee representatives certified by a 
mediation board established by Congress.*® 


The courts have upheld these measures as reasonable and appropri- 
ate means of regulating interstate commerce for the purpose of 
preventing labor disputes. The imposition of minimum wages and 
maximum hours would seem to be fully relevant. A number of these 
employees are specifically exempt by the provisions of the Act,” 
but there remains a great host of workers who, though not employed 
by interstate carriers, are engaged in commerce. The enactment 
would seem to be appropriate to their protection. 


10 U. S. v. Colorado & N. W. R. R. Co., 157 Fed. 321 (C. C. A. 8th, 1907). 
11 39 Stat. 721, 45 U. S. C. 61 (1926). 
ann" Liability Cases, 207 U. S. 463, 28 Sup. Ct. 141, 52 L. ed. 297 


; oT) Employer’s Liability Cases, 223 U. S. 1, 32 Sup. Ct. 169, 56 L. ed. 

14 Wilson v. New, 243 U. S. 332, 37 Sup. Ct. 298, 61 L. ed. 755 (1917). 

15 Texas & N. O. R. Co. v. Brotherhood of Ry. Steamship Clerks, 281 U. S. 
548, 50 Sup. Ct. 427, 74 L. ed. 1034 (1930) ; cf. Coppage v. Kansas, 236 U. S. 1, 
35 Sup. Ct. 240, 59 L. ed. 441 (1915); Adair v. U. S., 208 U. S. 161, 28 Sup. 
Ct. 277, 52 L. ed. 436 (1908). 

16 Virginian Ry. Co. v. System Federation No. 40, 300 U. S. 515, 57 Sup. 
Ct. 592, 81 L. ed. 789 (1937). 

17 52 Stat. 1067 (1938), 29 U. S. C. Supp. IV, §213 (a) (1938). 
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Power to Prohibit Shipment 


The child labor provisions'® of the Act depend upon the power of 
Congress to prohibit the shipment of goods in interstate commerce. 
These regulations are faced squarely with Hammer v. Dagenhart,'® 
one of the most controversial decisions ever rendered by the Court,?° 
in which the Child Labor Act?! was declared unconstitutional.** The 
Act forbade the shipment in interstate commerce of goods in the 
production of which children under the age of fourteen were em- 
ployed. Justice Day, speaking for the Court, argued that this 
amounted to an invasion of the powers reserved to the states. He 
said that the aims and purposes of the Act were to regulate a 
“matter purely local in character and over which no authority has 
been delegated to Congress in conferring the power to regulate com- 
merce among the states.”** He distinguished the instances in which 
Congress had lawfully forbidden the shipment of goods in interstate 
commerce on the ground that in all of those cases “the use of inter- 
state transportation was necessary to the accomplishment of harmful 
results.”** Child labor was deemed an evil, not of commerce, but, 
of production, and therefore, its regulation should be left to the 
states. This argument completely ignores the economic realities. 
Interstate traffic in goods made by child labor promotes the evil in 
the manufacturing state by furnishing a wide market; the competi- 
tion from manufacturers having lower labor standards affects the 
state to which the goods are shipped.”® 


Justice Holmes, with whom Justices McKenna, Brandeis, and 
Clarke concurred, wrote a forceful dissent. He argued that the power 
to regulate was given in unqualified terms. It includes the power to 
prohibit. The power of Congress in this instance comes not from the 


18 52 Stat. 1067 (1938), 29 U. S. C. Supp. IV, §212 (1938). 
19 247 U. S. 251, 38 Sup. Ct. 529, 62 L. ed. 1101 (1918). 
20 Corwin, Congress’s Power to Prohibit Commerce—A Critical Constitu- 
tional Issue (1933) 18 Cornett L. Q. 477; (1933) 47 Harv. L. Rev. 85; 
Powell, Child Labor, the Tenth ‘Amendment and the Commerce Clause (1918) 
3 SouTHERN L. Q. 175, 202, “It is a pity that at least one more member of the 
Supreme Court did not appreciate the Child Labor Law regulated a local 
matter only to the extent that it depended for its existence upon a national 
matter. It is a pity that the majority was influenced by apprehensions which 
are entirely visionary. It is unfortunate for the position of the judiciary that 
the narrow margin by which the decision was reached invites the inference 
that the judges who composed the majority were influenced by their personal 
predilections on a question of policy.” 

21 39 Stat. 675 (1916). 

22 A similar statute based on the taxing power was declared unconstitutional 
also, Bailey v. Drexel Furniture Co., 259 U. S. 20, 42 Sup. Ct. 449, 66 L. ed. 
817 (1922). 

23 247 U. S. 251, 276, 38 Sup. Ct. 529, 62 L. ed. 1101 (1918). 
24247 U. S. 251, 271, 38 Sup. Ct. 529, 62 L. ed. 1101 (1918). 
25 See supra note 20. 
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harmful results but from the shipment of the goods. Justice Holmes 
felt that the exercise of the power to prohibit shipment of impure 
foods,” immoral women,’ and lottery tickets?* had not been dis- 
tinguished. He stated, “The Act does not meddle with anything be- 
longing to the states. They may regulate their internal affairs and their 
domestic commerce as they like. But when they seek to send their 
products across the state line, they are no longer within their rights. 
If there were no CONSTITUTION and no Congress, their power to cross 
the line would depend on their neighbors. Under the CoNsTITUTION 
such commerce belongs, not to the states, but to Congress to regulate. 
It may carry out its views of public policy whatever indirect effect 
they may have upon the activities of the state. Instead of being 
encountered by a prohibitive tariff at her boundaries, the state en- 
counters the public policy of the United States which it is for Con- 
gress to express.” *® 


In the Kentucky Whip and Collar Co. case,®° the Court distin- 
guished Hammer v. Dagenhart on the ground that in the early case 
Congress was infringing on the powers of the states in attempting 
to regulate the conditions of local production. In the latter case, 
Congress was actually aiding the states in prohibiting the shipment 
of convict-made goods into a state contrary to the laws of that state. 
The Court relied principally upon the Clark Distilling Co. case*™ 
which involved the Webb-Kenyon Act.** Congress had prohibited 
the interstate shipment of whiskey into a state contrary to the laws 
of the state. When the “codperation with the states” doctrine was 
attacked there, the Court said, “It is true that the regulations which 
the Webb-Kenyon Act contains permit the state prohibition to apply 
to the movements of liquor from one state into another, but the 
will which causes the prohibitions to be applicable is that of Con- 
gress.”** And further: “The exceptional nature of the subject here 
regulated is the basis upon which the exceptional power exerted 
must rest.” In Knickerbocker v. Stewart** the Court said with refer- 
ence to the Clark Distilling case, “The reasoning of that opinion pro- 


on Gane Egg Co. v. U. S., 220 U. S. 45, 31 Sup. Ct. 364, 55 L. ed. 
11). 

27 Hoke v. U. S., 227 U. S. 308, 33 Sup. Ct. 281, 57 L. ed. 523 (1911); 
Caminetti v. U. S., 242 U. S. 470, 37 Sup. Ct. 192, 61 L. ed. 442 (1917). 

28 Champion v. Ames, 188 U. S. 321, 23 Sup. Ct. 321, 47 L. ed. 492 (1903). 

29 247 U. S. 251, 281, 38 Sup. Ct. 529, 62 L. ed. 1101 (1918). 

30 Kentucky Whip and Collar Co. v. Ill. Cent. R. R. Co., 299 U. S. 334, 
57 Sup. Ct. 277, 81 L. ed. 270 (1937). 

31 Clark Distilling Co. v. Western Maryland Ry. Co., 242 U. S. 311, 37 Sup. 
Ct. 180, 61 L. ed. 326 (1917). 

32 37 Stat. 699 (1913), 27 U. S. C. §64 (1934). 

33 242 U. S. 311, 326, 37 Sup. Ct. 180, 61 L. ed. 326 (1917). 

34253 U. S. 149, 40 Sup. Ct. 438, 64 L. ed. 834 (1920). 
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ceeded upon the postulate that, because of the peculiar nature of 
intoxicants which gives enlarged power concerning them, Congress 
might go so far as entirely to prohibit their transportation ir. inter- 
state commerce.” In Hammer v. Dagenhart the Court held that since 
child-made goods are no different from adult-made goods, Congress 
had no power to prohibit interstate shipment; it should follow that 
convict-made goods are no different from goods manufactured by 
free labor. Yet the Clark Distilling Co. case, which was based on 
the nature of the goods was one of the principal authorities for the 
Kentucky Whip and Collar decision. It may be argued that the 
controversial Dagenhart case was put to rest without directly over- 
ruling it. 

Although Hammer v. Dagenhart has not been specifically over- 
ruled, it would seem that its apparent scope has been greatly 
delimited. The cases in which Congress has been permitted to close 
the doors of interstate commerce to certain goods have been classified 
as follows:** “unfit for commerce” ;** “the transportation of which 
was necessary for the accomplishment of a purpose traditionally 
immoral,”*? and “the transportation of which evades the laws of the 
state of origin** or destination.”*® Congress has recently been per- 
mitted to make the right to interstate shipment depend upon dis- 
closures concerning certain wholly intrastate activities.*° The 
Consolidated Edison case* upheld the regulation of the labor relations 
of a company engaged wholly in intrastate activities, basing the 
decision upon a broader concept of the interstate commerce power, 
that is, the effect which disrupted labor relations would have upon 
commerce. More and more the activities of intrastate businesses are 
falling within the control of the Federal government. It is reasonable 
that the Court would now hold that the control of working conditions 
of children have such a direct and intimate relation to interstate 


35 Federal Wages and Hours Act (1939) 52 Harv. L. Rev. 646, 649. 
36 Reid v. Colorado, 187 U. S. 137, 23 Sup. Ct. 92, 47 L. ed. 108 (1902) 
(diseased cattle) ; Hipolite Ese Co. v. U. S., supra (impure food) ; McDer- 
mott v. Wisconsin, 228 U. S. 115, 33 Sup. Ct. 431, 57 L. ed. 754 (1913) 
(misbranded food). 

87 Champion v. Ames, supra.; Hoke v. U. S. supra.; Caminetti v. U. S., 
supra.; Weber v. Freed, 229 U. S. 325, 36 Sup. Ct. 131, 60 L. ed. 308 (1925) 
(prize fight pictures). 

38 Brooks v. U. S., 267 U. S. 432, 45 Sup. Ct. 345, 69 L. ed. 699 (1925) 
(stolen automobiles) ; Gooch v. U. S., 297 U. S. 124, 56 Sup. Ct. 395, 80 L. ed. 
522 (1936) (kidnapped persons). 

89 Clark Distilling Co. v. Western Md. R. R. Co., supra. (intoxicating 
liquor). Kentucky Whip and Collar Co. v. Ill. Cent. Ry. Co., supra. (convict- 
made goods 

4° Electric Bond and Share Co. v. S. E. C., 303 U. S. 419, 58 Sup. Ct. 678, 
82 L. ed. 936 (1938). 

41 Consolidated Edison Co. v. N. L. R. B., 304 U. S. 555, 59 Sup. Ct. 206, 
83 L. ed. 131 (1938). 
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commerce that they may be regulated, either by directly overruling 
the Dagenhart case or by distinguishing it. 


It is possible, however, that a distinction might be drawn between 
the Fair Labor Standards Act and the Child Labor Law. While the 
products of the labor of children might not be sufficient in quantity 
to create a burden upon the free flow of interstate commerce, the 
cumulative effect of the products of child labor and the evils resulting 
from all other substandard labor conditions might together be said 
to create a burden on commerce. The child labor provisions there- 
fore, could be sustained as a part of a comprehensive plan to rid 
commerce of burdens and obstructions. 


Regulation of Competition 


The Act invokes the doctrine which authorizes federal intervention 
to prevent unfair competition in interstate commerce. It recognizes 
that substandard conditions in the production of goods for commerce 
tends to promote the spread of an evil from one state to the injury 
of another state.*? The failure of employers to maintain fair labor 
standards gives them an unfair competitive advantage over employers 
who wish to treat labor fairly or who comply with the provisions of 
the Act or acts of their respective states. 


By virtue of its power over interstate commerce, Congress has 
prohibited unfair methods of competition and acts tending toward 
monopoly.** Although the monopoly of the manufacture of goods 
wholly within a state was held not to restrain commerce in violation 
of the Sherman Act,** a combination in the manufacture and sale has 
been held to come within the authorized scope of its provisions.*® 
Likewise, an agreement among wholesale paper dealers upon a price 
list to be followed in intrastate sales, with a collateral understanding 
that it was also to be used in interstate sales justified an order of the 
Federal Trade Commission against distributing or using the price 
list by agreement in interstate sales.“ Furthermore, for the preven- 
tion of monopoly or discrimination, railway companies may be for- 


42 52 Stat. 1060 (1938), 29 U. S. C. Supp. IV, § 202 (1938). 

43 Sherman Anti-Trust Act, 26 Stat. 209 i): 15 U. S. C., §1 (1934); 
Clayton Act, 38 Stat. 730 (1927), 15 U. S. C., $12 ee ; Federal Trade 
Commission Act, 38 Stat. 717 (1927), 15 U. <<. §41 (1934). 

1995) S. v. E. C. Knight Co., 156 U. S. 1, * Sup. Ct. 249, 39 L. ed. 325 

45 Addyston Pipe and Steel Co. v. U. S., 175 U. S. 211, 20 Sup. Ct. 96, 
44 L. ed. 136 (1899); see also Standard Oil Co. v. U. S., 221 U. S. 1, 31 Sup. 


Ct. 502, 55 L. ed. 619 (1911); U.S. v. American Tobacco Co. 221 U. S. 106, 
31 Sup. Ct. 632, 55 L. ed. 663 (1911). 


46 Federal Trade Commission y. Pacific States Paper Trade Ass’n., 273 
U. S. 52, 47 Sup. Ct. 255, 71 L. ed. 534 (1927). 
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bidden to transport goods produced by themselves.*7 The Robinson- 
Patman Act**® goes so far as to adopt the test of injury to a single 
competitor, and this seems to be a definite extension of the power to 
regulate unfair competition and discrimination to purchasers. 

The constitutional theory upon which the regulations with respect 
to employees actually engaged in interstate commerce may be based 
is the same as that applied in upholding federal regulation of intra- 
state rates.*® It was found that this was necessary in order to prevent 
unfair discrimination against those shippers engaged in interstate 
commerce who were already subject to the regulations of the Inter- 
state Commerce Commission. 

It is evident that there is a distinction between the Fair Labor 
Standards Act and the earlier measures regulating competition. The 
earlier decisions relate to combinations in actual restraint of trade 
though in many instances the combinations were wholly local so far 
as their actual organization and activities were concerned.®° The fair 
trade practice acts are based mainly upon discrimination among pur- 
chasers. Although distinguishable so far as its operative effect is 
concerned, the power of Congress to make rules governing the 
relationships and conduct in these cases would not require an un- 
reasonable extension to apply to wages and hours of employment. 
Since Congress can control unfair methods of competition, whether 
they relate to actions before or after the actual interstate commerce,™ 
sweatshop methods, underpayment of laborers and the employment 
of children in factories, though not heretofore included in the sphere 
of regulation, may be said to be analagous to other condemned 
methods of competition. If Congress has the power to prevent a 
retailer’s using an unfair scheme of selling a penny variety of candy 
o “children who are unable to protect themselves,”®? it would seem 


47 U. S. ex rel. Attorney General v. Delaware and Hudson Co., 213 U. S. 366, 
29 Sup. Ct. 527, 53 L. ed. 836 (1909). 

48 Houston and Texas Ry. Co. v. U. S., 234 U. S. 342, 34 Sup. Ct. 833, 
58 L. ed. 1341 (1914). 

49 49 Stat. 1526, 15 U. S. C., §13 (1927). 

50 In Loewe v. Lawlor, 208 U. S. 274, 28 Sup. Ct. 301, 52 L. ed. 488 (1908), 
a boycott of a hat company was enjoined by the Court as an interference with 
interstate commerce though the members of the combination themselves were 
not engaged in interstate commerce; in United States v. Brims, 272 U. S. 549, 
47 Sup. Ct. 169, 71 L. ed. 403 (1926), where a carpenter’s union in Chicago 
agreed not to work on non-union-made millwork which came from outside the 
state was held to be a restraint of commerce; Brotherhood of Teamsters 
v. U. S., 291 U. S. 293, 54 Sup. Ct. 396, 78 L. ed. 804 (1934), upheld the 
restraint of a conspiracy of poultry dealers in New York to raise prices though 
the acts were committed wholly within the state and the poultry had come to 
rest within the boundaries of New York. 

51 Santa Cruz Fruit Packing Co. v. N. L. R. B., 303 U. S. 453, 58 Sup. Ct. 
656, 82 L. ed. 954 (1938). 

82 Federal Trade Commission v. Keppel and Bro., 291 U. S. 304, 313, 54 Sup. 
Ct. 423, 78 L. ed. 814 (1934). 
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to follow that that same Congress could protect those children and 
other employees from exploitation. 


Burdens to Commerce 


The enforcement of the wages and hours provisions of the Act 
depend not only upon the power to prohibit the shipment of goods 
in interstate commerce but also a penalty for their violation.** The 
Act seems to be drawn on an analogy between it and the National 
Labor Relations Act.** The cases sustaining the constitutionality 
of the National Labor Relations Act recognize that the power to 
regulate commerce includes the power to adjust certain labor rela- 
tions between employers and employees, such as guaranteeing the 
right to organize and bargain collectively. If these relations are 
unregulated, there is a likelihood that there will be industrial strife 
which in turn may burden commerce. Refusal by employers to 
permit their employees to exercise their constitutional rights to or- 
ganize and bargain collectively may impair the efficiency of the 
instrumentalities of interstate commerce, affect the flow of goods and 
cause a decrease in employment and wages, all of which will disrupt 
the marketing of goods in commerce. The exertion of federal power 
to facilitate the settlement of labor disputes and the resumption of 
the essential services of interstate and foreign commerce need not 
await its disturbance.*® 


The power of Congress over interstate commerce is supreme and 
plenary. It is “complete in itself, may be exercised to its utmost ex- 
tent, and acknowledges no limitations other than are prescribed in 
the CoNnstituTION.”*” Since the turn of the century the Court has 
shown an increasing disposition to treat the complex movements of 
interstate commerce as a unit and to decline to take them from 


53 52 Stat. 1068 (1938), 29 U. S. C. Supp. IV, §215 (a) (1938). 
5449 Stat. 449, 29 U. S. C.,, Supp. § 151 (1935). 


55 Associated Press v. N. L. R. B., 301 U. S. 103, 57 oe. Ct. 650, 81 L. ed. 
953 (1937); Wash., Va. and Md. Coach Co. v. N. L. B., 301 U. S. 103, 
57 Sup. Ct. 650, 81 L. ed. 953 (1937); N. L. R. B. v. a and Laughlin Steel 
Corp., 301 U. Ss. 1, 57 Sup. Ct. 615, 81 L. ed. 893 (1937); N. L. R. B. v. 
Friedman-Harry Marks Co., 301 U. S. 58, 57 Sup. Ct. 645, 81 L. ed. 893 
(1937); N. L. R. B. v. Fruehauf Trailer Co., 301 U. S. 49, 57 Sup. Ct. 642, 
81 L. ed. 893 (1937). The first two of these cases involved the labor relations 
of employees engaged in commerce; the last three pertained to employees 
engaged in manufacturing for commerce. 


56 See Santa Cruz Fruit Packing Co. v. N. L. R. B., supra. The power of 
Congress to exclude articles from foreign commerce is absolute. An embargo 
is constitutional. U. S. v. Marigold, 9 How. 560, 13 L. ed. 257 (1850). This 
power is said to be derived from the inherent powers of a sovereignty. See 
dissent of Ch. J. Fuller in Champion v. Amers, supra.; also Buttfield v. 
Stranahan, 192 U. S. 470, 24 Sup. Ct. 349, 48 L. ed. 525 (1904). 


“83 Rate Cases, 230 U. S. 352, 33 Sup. Ct. 729, 57 L. ed. 1511 
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federal jurisdiction by resolving them into their elements. “Com- 
merce among the states is not a technical legal conception, but a 
practical one, drawn from the course of business.”** As early as 
1895, it was held that the relation of the general government to 
interstate commerce was such as to authorize a direct interference “to 
prevent forcible obstruction thereof.”** The existence of a continu- 
ous flow of goods through a state, and the desirability of protecting 
that flow on the ground that the instruments through which the sales 
are made are but “throats of commerce,” has been recognized as a 
basis for federal regulation.®° 

Congressional authority is not limited to transactions which are 
deemed to be essential parts of a flow of foreign or interstate com- 
merce.* Although it has been repeatedly held that production is not 
commerce and any attempt to regulate production is an unauthorized 
assumption of power,®* regulation may be made of injurious actions 
springing from the production of goods. In the Coronado case®* 
the Court said, “Coal mining is not interstate commerce and the 
power of Congress does not extend to its regulation as such” but 
that “if Congress deems certain recurring practices, though not really 
a part of interstate commerce, likely to obstruct, restrain, or burden 
it, it has the power to subject them to national supervision and 
restraint.” In another case the Court enjoined a union boycott of 
stone worked upon by non-union labor, the intent being to prevent 
the sale of such stone in interstate commerce, though the members 
of the union were not engaged in interstate commerce and the stone 
had come to rest within the state.°* The power of Congress extends 
to the protection of interstate commerce from burdens, obstructions, 
and interruptions “whatever may be the source,” though when viewed 
separately they are local in nature.®* 

The advent of the New Deal seems to have brought a restriction 
upon this liberal interpretation. In the Schechter case, the Court 
invalidated the National Industrial Recovery Act.®% Although the 


58 Swift and Co. v. U. S., 196 U. S. 375, 25 Sup. Ct. 276, 49 L. ed. 518 (1905). 

59 In re Debs, 158 U. S. 564, 15 Sup. Ct. 900, 39 L. ed. 1092 (1895). 

6° Stafford v. Wallace, 258 U. S. 495, 42 Sup. Ct. 397, 66 L. ed. 735 (1922) ; 
Chicago Bd. of Trade v. Olsen, 262 U. S. 1, 43 Sup. Ct. 470, 67 L. ed. 839 
(1922) ; Swift and Co. v. U. S., supra. 

61 See Santa Cruz Fruit Packing Co. v. N. L. R. B., supra. 

62 Kidd v. Pearson, 128 U. S. 1, 9 Sup. Ct. 6, 32 L. ed. 346 (1888); E. C. 
Knight Co. v. U. S. 156 U. S. 1, 15 Sup. Ct. 249, "39 L. ed. 325 (1895) ; Crescent 
Cotton Co. v. Mississippi, 257 U.S. 121, 42 Sup. Ct. 42, 66 L. ed. 166 (1922). 

83 259 U. S. 344, 42 Sup. Ct. 176, 66 L. ed. 975 (1922). 

64 Bedford Cut Stone Co. v. Journeymen Stone Cutters Ass’n, 274 U. S. 37, 
47 Sup. Ct. 522, 71 L. ed. 916 (1927). 

65 Santa Cruz Fruit Packing Co. v. N. L. R. B., supra 

66 Schechter v. U. S., 295 U. S. 495, 55 Sup. ee 837, 79 L. ed. 1570 (1935). 

67 48 Stat. 195 (1933), 15 U. S. C., $701 (1934), ed. 
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basis of the decision was an illegal delegation of legislative power, 
the Court was careful to point out that the hours and wages of those 
employees engaged in slaughtering and selling in local trade had no 
direct relation to interstate commerce. This was true, despite the fact 
that the counsel for the government proved that ninety per cent of 
the chickens consumed in New York City came from outside the 
State and that the City’s produce markets act as a distributing center 
for a continuous flow of processed chickens from New Jersey, Con- 
necticut, and other states. In the Carter Coal Co. case® the Court 
invalidated the labor provisions of the Bituminous Coal Conservation 
Act.®® Undoubtedly a strike in a West Virginia mine affects the price 
and supply of coal in the other states to which it is shipped. The 
distinction between local production and interstate shipment was 
emphatically restated, the conclusion being that Congress had no 
power to regulate the mining of coal even though it was intended for 
shipment in interstate commerce. The Court said, “If the production 
by one man of a single ton of coal intended for interstate sale and 
shipment, and is actually sold and shipped, affects interstate com- 
merce indirectly, the effect does not become direct by multiplying 
the tonnage or increasing the number of men employed.”*° Such 
reasoning seems to disregard entirely the direct effect which this may 
have upon the purchasing power of the laborers, the decrease in 
employment and the disruptive effect upon the markets which was 
emphasized in the Labor Board cases. 

Although the cases sustaining the National Labor Relations Act 
did not directly overrule the Schechter case and the Carter Coal case, 
there is a strong probability that they have been weakened and, per- 
haps, unceremoniously set aside. The recent cases present a different 
approach and a much broader concept of the federal power under the 
commerce clause. In the Jones and Laughlin case *™ the Court sus- 
tained the power of the Board to control the labor relations of em- 
ployees engaged in the production of steel. In that case, the Court 
emphasized the magnitude of the business and its many interstate ef- 
fects, yet, in the Friedman-Harry Marks case™ the insignificant size 
of the business seemed to make no difference. “The power of Con- 
gress to regulate interstate commerce is plenary and extends to all such 
commerce, be it great or small.” In the Santa Cruz case,"* the Court 

68 Carter Coal Co. v. Carter, 298 U. S. 238, 56 Sup. Ct. 855, 80 L. ed. 1160 
(ae 49 Stat, 991, 15 U. S.C, §801 (1935). 

70 Carter Coal Co., v. Carter, 298 U. S. 238, 308, 56 Sup. Ct. 855, 871, 
80 L. ed. 1160 (1935). 

71 Jones and Laughlin Steel Co. v. N. L. R. B., supra. 


72.N. L. R. B. v. Friedman-Harry Marks Co., supra. 
73 Santa Cruz Fruit Packing Corp. v. N. L. R. B., supra. 
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sustained the power of Congress to control the labor relations of a 
business which shipped thirty-seven per cent of its goods in interstate 
commerce. It is even more difficult to reconcile the Carter case with 
the recent decision of the Court in Consolidated Edison Co. v. 
N. L. R. B.™ That case established the power of the Board over an 
electric utility company engaged in purely intrastate activities. The 
basis of the decision was the disruptive effect a strike among its 
employees would have on interstate commerce. In a very recent 
decision the Court held that the National Labor Relations Act applies 
to a “contract” manufacturer who holds no title to the raw material 
upon which he works or the finished goods which he produces, when 
both the material and the goods are shipped in interstate commerce to 
and from the plant.’* In these cases, the more conservative justices 
argued in effect that the conclusions reached could not prevail with- 
out overruling the Carter case."® Indeed, the Circuit Court, in con- 
sidering the Santa Cruz case, held that the Carter case had been over- 
ruled by the Jones and Laughlin decision.”* 

Although the Labor Board cases do furnish fertile ground for the 
validity of the Fair Labor Standards Act, they are not direct author- 
ity for its support. All of these cases require that there be a direct 
relation of the activity sought to be regulated to interstate commerce 


in order to justify federal intervention for its protection. Different 
terms are used in different cases to describe the necessary connection, 


” 66 


“direct” and “indirect,” “remote” or “distant” and “close and sub- 
stantial” or “close and intimate.” All of these terms have words 
with variable meanings and they cannot be reduced to mathematical 
certainty. In the Carter case and the Schechter case, the Court spoke 
of a “causal proximity” and the “lack of an intervening agency,” 
but this seems to have been replaced by the test applied in the later 
cases. In the Santa Cruz case, the Court said that whatever the 
terminology that was used, the criterion is necessarily one of degree 
and must be so defined. “It is inevitable that we should define their 
applications by the general process of inclusion and exclusion.”"* The 
importance of the local act’s repercussions on commerce is the decid- 
ing factor. The National Labor Relations Act is limited to the con- 
trol of the relations of employers and employees “affecting commerce.” 
The Fair Labor Standards Act uses “engaged in the production of 


7 Note 41 supra. 


75 Fainblatt v. N. L. R. B., 306 U. S. 601, 59 Sup. Ct. 668, 83 L. ed. 619 (adv. 
op.) (1939). 


76 Carter v. Carter Coal Co., supra. 
7791 F. (2d) 790 (C. C. A. 9th, 1937). 


78 Santa Cruz Fruit Packing Co. v. N. L. R. B., 303 U. S. 453, 467, 58 Sup. 
Ct. 656, 82 L. ed. 954 (1938). 
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goods for commerce.” This seems to be a definite extension of the 
Commerce for it seems to assume that the wages and hours of such 
employees has the necessary effect upon commerce. Under the Na- 
tional Labor Relations Act the directness of the effect of labor rela- 
tions is a question of fact to be determined by the Court in each 
case. The apparent intention of the Fair Labor Standards Act was 
to cover the wages and hours of every interstate business and leave 
it to the court to determine what is an interstate business or one that 
has a direct and substantial relation to interstate commerce. If the 
analogy of the National Labor Relations Act is to be applied it will 
be necessary to restrict its application to those activities having a 
direct and immediate tendency to produce an obstruction to commerce. 

It will also be necessary for the Court to determine that the regula- 
tion of wages and hours, in order to preserve the continuity of pro- 
duction and thus to protect interstate commerce, is as essential as 
the need to protect harmonious relationships by permitting the em- 
ployees to bargain collectively and to organize. The Labor Board 
cases do not go so far as to establish that any particular term of the 
employment contract directly affects commerce. It would seem that 
this is a matter for the court to first determine. A guide to what the 
Court would decide on this question, however, is found in the dissent 


of Justice Stone in Morehead v. New York ex. rel. Tipaldo ** where he 
pointed out that insufficient wages not only affect the worker but 
the entire economic system. He argued that the burden of solving 
the resulting problems of poverty must rest upon the nation and not 
the individual. Furthermore, in West Coast Hotel v. Parish ®° the 
Court, in overruling Adkins v. Children’s Hospital ** very clearly 
considered the economic factor of low wages and resultant poverty. 


Conclusion 


From the foregoing analysis, it may be concluded that the con- 
stitutionality of this Act depends upon a liberal interpretation of the 
power of Congress over interstate commerce. In each case, the 
Court considers the language, purpose and background of the statute 
involved, and the interpretation of interstate commerce is affected 
by the nature of the regulation and the business against which the 
regulation is directed. The unqualified dictum of Justice Stone in 
the Fainblatt case is to the effect that Congress under the Commerce 
Clause “may prohibit wholly intrastate activities which, if permitted, 
would result in restraint of interstate commerce.” ** There would 


79 298 U. S. 857, 56 Sup. Ct. 918, 80 L. ed. 1347 (1935). 
80 300 U. S. 379, 57 Sup. Ct. 578, 81 L. ed. 703 (1923). 
81 261 U. S. 525, 67 L. ed. 785, 43 Sup. Ct. 394 (1923). 
82 Fainblatt v. N. L. R. B., supra. 
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seem, to remain only the necessity for showing that child labor, long 
hours, and low wages burden or restrain commerce. The finding of 
Congress in this connection,** though not binding on the Court, is 
indicative of the policy and fact which impelled the enactment of this 
legislation. The Act is faced with Hammer v. Dagenhart, the Carter 
Coal Co. case, and the Schechter case, all of which it may be argued 
have been overruled; it is favored with changed economic condi- 
tions,** recent extensions of Congressional authority, progressive tend- 
encies in construing the Commerce Clause, and a liberal Court which 
will probably be willing to make many concessions necessary to its 
validity. C. Moxey FEATHERSTON. 


INVENTION IN A ForREIGN CouUNTRY AND Its Status UNDER THE 
LAW OF THE UNITED STATES * 


Introduction 


In view of the fact that the substantive law defining the nature 
of the inventive act is relatively well settled, it is of more than pass- 
ing interest that the Supreme Court has been called upon for the 
first time to decide whether the geographical location in which the 


inventive act takes place has any legal effect. The case in which 
the opportunity to make this decision arose is that of The Electric 
Storage Battery Co. v. Genzo Shimadzu.* 

One of the conditions precedent to the grant of a valid patent is 
that the applicant be an inventor.” It is also provided that one may 
defend a suit upon a patent by proving that the patentee was not the 


88 52 Stat. 1060 (1938), 29 U. S. C. Supp. IV § 202 (1938). 


84 Nebbia v. People of N. Y., 291 U. S. 502, 54 Sup. Ct. 505, 78 L. ed. 940 
(1934), see also Hood, etc. v. United States, 6 L. W. 1470 (U. S. 1939). 

* [Eprtor’s Note—This editorial was in preparation during the pendency of 
the Electric Storage Battery Co. case and was written in this form immediately 
after that decision was announced. Lack of space in the last issue of volume 7 
necessitated holding the material for this number. The note speaks therefore 
as of the date May 1, 1939, but is no less timely in substance now.] 

16 L. W. 1156, 307 U. S. 5, 59 Sup. Ct. 244, 83 L. ed. (adv. op.) 204 (1939). 

2R. S. 4886, 35 U. S. C. $31 (1934), provides: 

“Any person who has invented or discovered any new and useful art, machine, 
manufacture, or composition of matter, or any new and useful improvements 
thereof, or who has invented or discovered and asexually reproduced any distinct 
and new variety of plant, other than a tuber-propagated plant, not known or 
used by others in this country, before his invention or discovery thereof, and 
not patented or described in any printed publication in this or any foreign 
country, before his invention or discovery thereof or more than two years 
prior to his application, and not in public use or on sale in this country. for 
more than two years prior to his application, unless the same is proved to have 
been abandoned, may, upon payment of the fees required by law, and other due 
proceeding had, obtain a patent therefor.” 
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“first inventor.” * These provisions logically raise the question of 
when the inventive act becomes complete so as to establish a date for 
the invention. The same question is also raised by the terms “before 
his invention or discovery thereof” in R. S. 4886. The law upon the 
problem of when invention takes place is relatively well settled and 
we are not concerned with that here. Theoretically an inventor is 
entitled to his conception date as the date of his invention if he can 
show diligence in reducing to practice, but as a practical matter it 
is often difficult to prove an earlier date than that of the first drawing 
or model.* For the purpose of considering the question of where 
an invention must take place within the contemplation of the law, 
it may be assumed that the time of the invention is either the date of 
conception or that of the first actual reduction to practice, according 
to the facts of the particular case. The present discussion then deals 
with whether the Patent Law puts a geographical limitation upon 
the place where actual inventive acts, as distinguished from a con- 
structive reduction to practice, must occur to come within the pro- 
tection afforded by such law. 

The constructive reduction to practice afforded by the filing of a 
patent application in this country is a creature of the law only, and 
if the occasion arises an inventor is ordinarily entitled to prove his 
actual date of invention. Such occasion may arise in two ways under 
our law. It may arise as a question of priority in an interference 
proceeding in the Patent Office under R. S. 4904,° or it may arise as 
a defense to a suit for the infringement of a patent.® In either of 
these cases the proof required may fall within any one of four pro- 
gressive stages. The four possible degrees of proof of a date of in- 
vention are: 


1. Proof of the date of filing of the application for an issued United 
States Patent. 


3 R. S. 4920, 35 U. S. C. § 69 (1934), provides in part as follows: 

“In any action for infringement the defendant may plead the general issue, 
and having given notice in writing to the plaintiff or his attorney thirty days 
eaten may prove on trial —_ one or more of the rene ental matters : 


Fourth. That te was not ‘te leis and ‘fest lonetue or G@unnee a any 
material and substantial part of the thing patented; 

4#RIvisE AND CAESAR, PATENTABILITY AND VALIDITY, (1936), § 75. 

5R. S. 4904, 35 U. S. C. § 52 (1934), provides: 

“Whenever an application is made for a patent which, in the opinion of the 
Commissioner, would interfere with any pending application, or with any un- 
expired patent, he shall give notice thereof to the applicants, or applicant and 
patentee, as the case may be, and shall direct the primary examiner to proceed 
to determine the question of priority of invention. And the Commissioner may 
issue a patent to the party who is adjudged the prior inventor, unless the 
adverse party appeals from the decision of the primary examiner, within such 


time, not less than twenty days, as the Commissioner shall prescribe.” 
6 Supra note 3. 
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that the applicant be an inventor.? It is also provided that one may 
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“first inventor.”*® These provisions logically raise the question of 
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the invention. The same question is also raised by the terms “before 
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show diligence in reducing to practice, but as a practical matter it 
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with whether the Patent Law puts a geographical limitation upon 
the place where actual inventive acts, as distinguished from a con- 
structive reduction to practice, must occur to come within the pro- 
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The constructive reduction to practice afforded by the filing of a 
patent application in this country is a creature of the law only, and 
if the occasion arises an inventor is ordinarily entitled to prove his 
actual date of invention. Such occasion may arise in two ways under 
our law. It may arise as a question of priority in an interference 
proceeding in the Patent Office under R. S. 4904,° or it may arise as 
a defense to a suit for the infringement of a patent.® In either of 
these cases the proof required may fall within any one of four pro- 
gressive stages. The four possible degrees of proof of a date of in- 
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States Patent. 
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2. Proof of a conception or actual reduction to practice in the 
United States. 

3. Proof of a convention date in a foreign country under R. S. 
4887.7 

4. Proof of a conception or actual reduction to practice in a foreign 
country. 


Since any of the above types of proof might be offered by either one or 
the other party, any one of sixteen possible legal situations may arise 
in proving the date of an invention. 

The fourth classification outlined above raises the question of 
whether an act of invention must take place within the territorial 
boundaries of the United States in order to fall within the meaning 
of the term “invention” in the contemplation of the Patent Laws. 
This question is of particular interest because, although there have 
been decisions by both the courts and the Patent Office upon all ex- 
cept classifications three and four where proof of invention by a third 
party is offered, the fourth class with the plaintiff seeking to establish 
his own date is the only one where there is a direct conflict between 
the rule applied in the courts in infringement suits and that applied 
in the Patent Office in interference proceedings. The tribunals of 
the Patent Office have consistently held in a long line of cases that 
testimony tending to prove a date of actual invention in a foreign 
country is inadmissible in an interference proceeding because it is 
not evidence of invention within the contemplation of the Patent 


7R. S. 4887, 35 U. S. C. § 32 (1934), provides: 

“No person otherwise entitled thereto shall be debarred from receiving a 
patent for his invention or discovery, nor shall any patent be declared invalid by 
reason of its having been first patented or caused to be patented by the in- 
ventor or his legal representatives or assigns in a foreign country, unless the 
application for said foreign patent was filed more than twelve months, in cases 
within the provisions of section forty-eight hundred and eighty-six of the Re- 
vised Statutes, and six months in cases of designs, prior to the filing of the 
application in this country, in which case no patent shall be granted in this 
country. 

“An application for patent for an invention or discovery or for a design 
filed in this country by any person who has previously regularly filed an 
application for a patent for the same invention, discovery, or design in a foreign 
country which, by treaty, convention, or law, affords similar privileges to citi- 
zens of the United States shall have the same force and effect as the same 
application would have if filed in this country on the date on which the appli- 
cation for patent for the same invention, discovery, or design was first filed 
in such foreign country, provided the application in this country is filed within 
twelve months in cases within the provisions of section forty-eight hundred 
and eighty-six of the Revised Statutes, and within six months in cases of 
designs, from the earliest date on which any such foreign application was 
filed. But no patent shall be granted on an application for patent for an in- 
vention or discovery or a design which had been patented or described in a 
printed publication in this or any foreign country more than two years before 
the date of the actual filing of the application in this country, or which had 
been in public use or on sale in this country for more than two years prior 
to such filing.” 





EDITORIAL NOTES 83 


Act. The courts, on the other hand, have held in a determined 
line of cases that the plaintiff in a patent infringement suit is entitled 
to carry back the date of invention of the patentee to his invention 
in a foreign land in order to defend the patent against attack by an 
infringer in point of validity. In general the infringement cases 
justify the ruling that the plaintiff may carry back the date of inven- 
tion by simply stating that the case at hand is an infringement suit, 
and not an interference proceeding,’ while the decisions in inter- 
ferences often state as an equally obvious fact that the case at hand 
is an interference and not an infringement suit."* This tendency to 
divide arbitrarily interferences from infringement suits in respect 
to proving a date of invention is apparent in the more recent cases. 
The older cases dealt with the more fundamental aspects of the sub- 
ject. The most obvious incongruity of this split of authority, of course, 
is that the same two parties may be involved in interference today, 
and in an infringement suit tomorrow. It is perfectly conceivable, 


8 Tucker v. Davis, 2 O. G. 224 (1872); Hovey v. Hufeland, 2 O. G. 493 
(1872); Carr v. Davids, 3 O. G. 440, 1873 C. D. 79; Smith v. Barter, 7 
O. G. 1, 1875 C. D. 5, 7, 8; Chambers v. Duncan, 9 O. G. 741, 1876 C. D. 82; 
10 O. G. 787, 1876 C. D. 223; Lauder v. Crowell, 16 O. G. 405, 1879 C. D. 
177; Thomas v. Reese, 17 O. G. 195, 1879 C. D. 335; Bell v. Brooks, 19 O. G. 
290, 1881 C. D. 4; Roschack v. Walker, 88 O. G. 1333, 1889 C. D. 157; 
Rosseau v. Brown, 104 O. G. 1120, 21 App. D. C. 73 (1903); DeKando v. 
Armstrong, 37 App. D. C. 314, 169 O. G. 1185, 1911 C. D. 413; Lorimor v. 
Erickson, 227 O. G. 1445, 44 App. D. C. 503 (1916); Rebuffat v. Crawford, 
68 F. (2d) 980 (C. C. P. A. 1934); Wilson v. Sherts, 81 F. (2d) 755 
(C. C. P. A. 1936); Cf. Hall v. Shimadzu, 59 F. (2d) 225 (C. C. P. A. 1932). 

The rule of the above line of cases has been followed in Ex parte cases in the 
Patent Office. Ex parte Grosselin, 1901 C. D. 248; but cf. Ex parte Powell, 
489 O. G. 231 (1938). 


® Hanifen v. Godshalk, 78 Fed. 811 (C. C. E. D. Pa. 1896); Hanifen v. 
Price, 96 Fed. 435 (C. C. S. D. N. Y. 1899); Welsbach Light Co. v. American 
Incandescent Lamp Co., 98 Fed. 613 (C. C. A. 2d, 1899); Badische Analin & 
Soda Fabrik v. A. K. Klipstein & Co., 125 Fed. 543 (C. C. S. D. N. Y. 

revg Badische Analine & Soda Fabrik v. Kalle, 94 Fed. 163 

Ss D. M. F. i Claude Neon Lights, Inc. v. Rainbow Lights, 
Inc., 47 F. (2d) 345 (E. D A ; Shimadzu Z Electric Storage 
Battery Co., 17 F. Supp. 42, "31 'U. S. P. Q. 311 (E. D. Pa. 1936), aff'd, 
98 F. (2d) "831, 38 U. S. P. Q. 438 (C. C. A. 3d, 1938), ‘aff'd, by Sup. my 
supra note 1; see Roemer v. Simon, 95 U. S. 214, 24 L. ed. 384 (1877) ; 
NY 1355)" v. Sawyer, 4 Blatchf. 347, Fed. ‘i No. 1070 (C. C. S. as 


10 See Hanifen v. Godshalk, Hanifen v. Price, Claude Neon Lights v. Rain- 
bow Lights, Shimadzu v. Electric Storage Battery Co., all supra note 9. 


11 See Ex parte Grosselin, supra note 8, in which the validity of Rule 75 
of the Rules of Practice of the United States Patent Office was upheld. This 
Rule applies only ex parte, but in Ex parte Grosselin it was upheld on the 
ground that the rule as to foreign reduction to practice must be the same ex 
parte as inter partes. It was said that the rule that foreign reduction to prac- 
tice cannot be shown in interferences is reached by interpreting R. S. 4904 
in view of R. S. 4923. In Ex parte Grosselin the Hanifen v. Godshalk and 
Welsbach Light cases, both supra, note 8, were distinguished as follows: “In 
the present case there is no question of an infringer, but merely the question 
as to the rights of the public to = — after it has been put fully into 
its knowledge by publication.” (p. 2 
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if the courts adopt the same rule for defendants as they have for 
plaintiffs, that in the interference a patent would be awarded to 
the inventor later in point of time on the ground that he was the 
first to introduce into the United States, while in the later infringe- 
ment suit the losing party in the interference would invalidate the 
same patent by proving his own prior invention (under R. S. 4920) 
in a foreign country. Comparison of the law applicable to the other 
situations possible in proving a date of invention, as outlined above, 
will show that this is the only one where such an anomalous result 
is possible. 

A bird’s-eye view of the law will show that there is no conflict 
between the Patent Office and the courts as to any of the progressive 
steps in establishing a date of invention except where a person seeks 
to justify his right to a patent by proving his actual date of invention 
in a foreign country. It is well settled that the filing date of an 
application in the United States Patent Office constitutes a construc- 
tive reduction to practice, and that either party in an interference 
or the plaintiff in an infringement suit may use this date as his date 
of invention.’* It is equally well settled that the defendant in an 
infringement suit may use the filing date in the United States of his 
own or any other United States Patent to establish a date of inven- 
tion prior to that of the plaintiff.1* However, the filing date of a 
United States Patent cannot be used in an interference proceeding 
to show that the counts are the prior invention of a third party.’ 
This is not, however, an exception to the rule that a United States 
filing date will establish a date of invention. The reason for exclud- 
ing any evidence whatsoever of prior invention by a third party in 
an interference proceeding is that an interference does not concern 
itself with who actually did make the invention (if it is an invention 
over the art),° but only with who, among the parties to the interfer- 
ence, has the better right.** Whether a reference patent in an inter- 


12 The Telephone Cases, 126 U. S. 1, 535, 8 Sup. Ct. 778, 31 L. ed. 863 (1888) ; 
Automatic v. Pneumatic, 166 Fed. 288, 293; Sundh v. Interborough, 198 Fed. 
94 (C. C. A. 2d, 1912); 1 Waker, Patents, Deller’s Ed., 387 and cases there 
cited, id. at 295 et seg. For the Patent Office rule see Rule 116, Rules of 
Practice; Bonine v. Bliss, 1919 C. D. 307. 

13 Supra note 12. Further illustrative cases are: Eck v. Kutz, 132 Fed. 
758 (C. C. E. D. Pa. 1904); Farmer’s Handy Wagon Co. v. Beaver Silo and 
Box Mfg. Co., 219 Fed. 234 (E. D. Wis. 1914) ; een Rwy. etc. Co. v. 
U. S. Light and Heat Corp., 246 Fed. 127 (W. D. N. Y. 1917). 

14 Christie v. Seybold, 64 O. G. 1650 (1893) ; Bester v. Antisdel, 88 O. G. 
1527 (1899); Beidler and Caps v. Leininger, 392 O. G. 241 (1929) ; Cooper 
v. Hubbell, 415 O. G. 475, 479 (1931) ; Derby and Cunningham v. Whitworth, 
429 O. G. 191 (1932). 

15 Rule 122 of the Rules of Practice specifically allows an attack upon the 
counts upon this ground. 


16 Foster v. Antisdel, supra note 14. 
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ference may be used as evidence of the “prior art” as of its filing 
date is a question which will not come within the present discussion.’” 
The rule however that prior invention by a third party may not be 
proven by any party to an interference is a general one, and is an 
exception to each of the progressive steps of proving an invention 
date, as listed above. 


The next step which may be necessary in proving a date of in- 
vention is to carry the date behind the United States filing date to 
a conception or actual reduction to practice in the United States. 
It is well settled that any of the parties to an interference or the 
plaintiff in an infringement suit may do this to establish his own 
date of invention.** It is likewise not to be doubted that the defend- 
ant in an infringement suit may carry back the date of invention of 
the patentee of a reference patent to his actual reduction to practice 
in the United States.?® It is of course true that a party to an inter- 
ference is not permitted to show prior invention by a third party 
either by carrying back the date of a reference patent or by any other 
kind of proof. But, as was pointed out above, this rule, being based 
upon other reasons, does not alter the rule that a date of invention 
may be established by proof of a conception or actual reduction to 
practice in the United States. 


It is worth noting particularly that in none of the possible situa- 
tions so far considered is there any distinction made between the 
kind of proof which may be adduced by a party because of his posi- 
tion in the cause. Thus either party in an interference may use his 
own filing date or may go back of it to an actual reduction in the 
United States, but neither may prove prior invention by a third party. 
Likewise in an infringement suit either the plaintiff or the defend- 
ant may use the filing date of any United States Patent or may prove 
a prior actual reduction in the United States. In the above situations 
the only distinction made between interferences and infringement 
suits is simply that prior invention by a third party may be proven 


17 For a discussion of this subject see Note (1939) 8 Geo. WasH L. Rev. 

18It is scarcely necessary to cite all the authorities, but a few illustrative 
cases are: Bates v. Coe, 98 U. S. 31, 25 L. ed. 68 (1878); Loom Co. v. 
Higgins, 105 U. S. 580, 594, 26 L. ed. 1177 (1882); Kneeland v. Sheriff, 
2 Fed. 901, 902 (C. C. W. D. Pa. 1880); Moline Plow Co. v. Rock Island 
Plow Co., 212 Fed. 727, 732 (C. C. A. 7th, 1914); Penna. Diamond Drill Co. 
v. Simpson, 29 Fed. 288, 290 (C. C. W. D. Pa. 1886): Consolidated Bunging 
Apparatus Co. v. Woerle, 29 Fed. 449, 451 (C. C. “' D. Ill. 1887); Camp 
Bros. Co. v. Portable etc. Co., 251 Fed. 603, 608 (C. C. 4. 7th, 1917); Pacific 
Cable v. Butte City, 58 Fed. 420 (C. C. D. Mont. 1893, As to interferences 
see R. S. 4904, supra, note 5 and Rule 93 of the Rules of Practice. 

19 Thayer v. Hart, 20 Fed. 693 (C. C. S. D. N. Y. 1884); cf. cases cited 


in note 18, supra. 
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in an infringement suit,?° while it may not be proven in an inter- 
ference because of the nature of the controversy.” 

If it is desired to go beyond the first time which can be established 
for the invention within the United States, the next logical step 
would be to prove a foreign convention date under R. S. 4887,?* if 
such exists. This section has been adopted in the Rules of Practice 
as Rule 29, and it is the general rule that when a United States ap- 
plication is filed within the convention year, the filing date in the 
foreign country is effective as the date of constructive reduction to 
practice. Thus either party in an interference may take advantage 
of his own foreign filing date,?* or the plaintiff in an infringement 
suit may prove the convention date of the patent in suit to show the 
date of the invention.2* There is not sufficient law on the subject 
to be able to say with any degree of certainty whether a party can 
take advantage of the convention date of a reference patent for the 
purpose of proving prior invention. There is no case known to the 
writer in which an infringement suit was defended by such evidence. 
So far as is known to the writer at this time there has been only a 
single case touching upon this subject. This is a decision of the 
Commissioner of Patents in the interference of Viviani v. Taylor v. 
Herzog.2> The Commissioner there held that one of the parties to 
an interference could not move to dissolve as to another party on 
the ground that the other party could not make the counts through 
failure to allege a date of invention earlier than the convention date 
in England of a reference patent. In the Viviani interference, how- 
ever, the filing date of the reference patent was evidently not offered 
as proof of prior invention,”® but as the date of “prior art.” *” 


20 By the express terms of R. S. 4920 proof of prior invention in a suit upon 
a patent is permitted. Supra note 3. 

21 Supra note 16. 

22 Supra note 7. 

23 Steimmig v. Davidson, 1 F. Supp. 487 (S. D. N. Y. 1931) illustrates the 
rule applied in interferences and followed by the courts in a suit under R. S. 
4915, 35 U. S. C. § 63 (1934). 

24 Jay v. Weinberg, 250 Fed. 469, 472 (N. D. Ill. 1918) illustrates the rule. 
Cf. Ireson v. Pierce, 39 Fed. 795 (C. C. D. Mass. 1889) for the rule before 
paragraph two of R. S. 4887 was enacted. 

25161 Mns. Dec. 173 (Interference No. 68,916). 

26 = invention by a third party cannot be shown in an interference. Supra 
note 14. 

27 The contention of the motioner in the Viviani interference was based upon 
R. S. 4887 in view of the holding in Milburn v. Davis-Bournonville Co., 270 
U. S. 390, 46 Sup. Ct. 324, 70 L. ed. 651 (1926). It was held that R. S. 4887 
relates solely to the rights of an applicant for a United States patent, and is 
not concerned with bars against United States patents. In discussing the 
Milburn case the Commissioner indicated that he understands the term “in- 
vention” to mean invention within the United States. In distinguishing the 
Milburn case from the Viviani interference the Commissioner said that the 
Milburn case is based upon the theory that the filing in the United States of 
an application later maturing into a patent is evidence that anyone inventing 
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The Problem 


This brings us to the farthest extreme to which a party might go 
in an effort to estalish a date of invention, namely, the proving of the 
date of actual invention in a foreign country. This problem again 
has the dual aspect of whether one may show such a date in support 
of a patent, and whether one may show a like date in bar of a patent. 
The question of whether prior invention in a foreign country by a 
third party may be shown in order to invalidate a United States 
Patent is a matter of almost pure conjecture, for, so far as is known 
to the writer, this situation has been considered in only two cases.** 
In neither of these cases was the matter directly passed upon. These 
cases will be considered briefly at the end of this note. In interfer- 
ences prior invention by a third party in a foreign country cannot 
be shown because of the general rule applicable to interferences.” 
The other aspects of the problem, namely, whether acts of invention 
in a foreign country may be used to support an application for a 
United States Patent in an interference in the Patent Office, or to 
support a patent in the courts against attack by an infringer, is the 
subject of this note. The particular concern of the Shimadzu case *° 
is with whether foreign acts of invention may be shown in court 
against an infringer. There have been a representative number of 
cases upon this matter both in the Patent Office and in the courts,** 
and since it is a subject upon which the opinions of those equally 
well acquainted with the laws may reasonably differ, it is believed 
to be deserving of a somewhat extended investigation. 

The distinction made between supporting one’s right to a patent in 
an interference, and supporting one’s patent in an infringement suit 
later is not the first inventor, since the filing of the earlier application is evi- 
dence of knowledge within the United States. It was said that the Milburn 
case could not be taken in connection with R. S. 4887 and made to apply 
to the filing of a foreign application, even though later filed in the United 
States under the convention, because the filing of the foreign application is not 
evidence of knowledge in this country. Thus it will be seen that this case 
does not deal with whether the convention date of a reference patent can be 
shown in an interference to show a date of invention, but rather with whether 
a reference patent is effective as prior art from the date of its foreign filing 
under the convention. Although it is believed that there have been no court 
decisions upon this point, the reasoning of the Viviant case could be applied 
equally well in an infringement suit to rule out the convention date of a refer- 
ence patent as the effective date of the prior art. Since, however, prior in- 
vention cannot be shown in an interference at any time and for an entirely 
different reason, the Viviani decision presents no reason for holding that in an 
infringement suit a defendant cannot defend by showing the convention date 
of a reference patent as evidence of prior invention. 

28 Vacuum Engineering Co. v. Dunn, 202 Fed. 967 (S. D. N. Y. 1912) and 
Brush Electric Co. v. Electrical Accumulator Co., 47 Fed. 48 (C. C. S. D. N. Y. 
1891), infra note 113. 

29 Supra note 26. 


30 Supra note 1. 
31 Supra notes 8 and 9. 
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thereon,** does not appear to be as easily supported in theory as it 
is well established in the cases. Since an interference is only an inci- 
dent in the granting of a patent under the authority of R. S. 4886, it 
seems, from a theoretical point of view, that an interference ought not 
to be conducted unless all the conditions precedent to the grant of a 
patent set up in R. S. 4886 and R. S. 4920 are satisfied. Thus there 
seems to be just as much reason for the Office to investigate the 
validity of the counts from the point of view of prior inventorship 
as from the point of view of public use or invention over the art.** 
When a patent in suit is attacked as to validity, the courts will in- 
vestigate the question of prior invention as well as any of the other 
conditions precedent to the grant of a valid patent. From an abstract 
point of view, then, the same issue seems to be raised whether claims 
or counts are attacked as to validity, that is, the statutory patentability 
of the claims. However, an interference is technically known as a 
“question of priority of invention.” ** The Patent Office has chosen 
to consider this as a question apart from that of who was actually 
the first inventor.*® It is said that in an interference the Office is 
not concerned with who was in fact the first inventor, but only with 
who, as between the parties to the interference, has the better right 
to receive a patent therefor. There is no statute prohibiting the Office 
from taking this attitude, and it may be assumed that the distinction 
thus made between a question of priority and one of first inventorship 
is in accordance with law. This difference may be a valid ground for 
differentiating between what a party in an interference may prove to 
establish prior invention by a third party from what a defendant in 
an infringement suit may prove to establish that defense.** But no 
ground is apparent in the distinction between a question of priority 
and one of validity over prior invention, for differentiating what a 
party in an interference may prove to establish his own actual date of 
invention from what the owner of a patent in suit may prove to 
establish the actual date of invention of his own patent. Thus it is 
difficult to distinguish a plaintiff in an infringement suit from a party 
in an interference in respect to his right to prove his own or his 
assignor’s acts of invention in a foreign country. On the other hand, 
if a defendant in an infringement suit is permitted to show foreign 
acts, a very irregular result will obtain. It has already been mentioned 


32 Supra notes 10 and 11. 

33 The question of public use may be investigated at the discretion of the 
Commissioner. The question of invention over the art may be raised by a 
motion under Rule 122. 

34 See R. S. 4904, supra note 5. 

35 Foster v. Antisdel, supra note 14. 

36 Such a distinction is made, for prior invention by a third party may not 
be shown in an interference. 
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that the Patent Laws of the United States could never have been 
intended to enable B, a foreign inventor who lost to A in an inter- 
ference but who is in fact the first inventor, to immediately invalidate 
A’s patent upon his own prior invention in a foreign country when 
A sues B for infringement. From the public policy aspect it has been 
argued that the interest of the public is served equally well irrespec- 
tive of who receives the patent after the termination of an interfer- 
ence, so that it is immaterial therein that the courts have decided that 
the domestic inventor is to be given a preference, while where a 
patentee is defending his patent in a suit upon it there is no one 
to receive any preference for domestic inventors and at the same time 
the public interest is not involved since a disclosure has already been 
made to the public. It is therefor said that there is no reason for 
denying to the foreign patentee the right to defend his patent by 
showing his foreign acts of invention.**? On the other hand, it must 
be borne in mind that “public policy” is a concise conventional ex- 
pression for a broad reason underlying the law, and that it does not 
usually lend its force to tenuous distinctions leading to anomalous 
results. It is quite probable that public policy favors domestic in- 
ventions over foreign inventions. The disability arising out of the 
citizenship of the inventor ** was entirely abolished by the Patent 
Act of 1836.*° There are at the present time no express words in the 
law distinguishing between foreign and domestic inventors or inven- 
tions. It therefore seems that, if there are any differences remaining 
because of public policy, the difference is in the form of a disability 
and not a preference, and that it is imposed upon one not because of 
his citizenship, but because of the place where he made his invention. 
Since, then, it is not a matter of preference but one of disability, it is 
probable that the disability is intended to exist regardless of whether 
there is anyone present to claim an advantage to himself because of it. 


87 See pp. 8 and 9 of the Brief for Respondents in the Supreme Court of the 
United States in the Shimadzu case, supra note 1. 


88 The Patent Act of 1793, 1 Stat. 318, § 1, corresponding to R. S. 4886 
provided in part: 
“That when any person or persons, being a citizen or citizens of the United 


States, shall allege that he or they have invented any new and useful art, 
machine, . 


39 The Patent Act of 1836, 5 Stat 117, § 6 provided: 

“That any person or persons having discovered or invented any new and use- 
ful art, machine, manufacture, or composition of matter, or any new and useful 
improvement in any art, machine, manufacture, or composition of matter, not 
known or used by others before his or their discovery or invention thereof, and 
not, at the time of his application for a patent, in public use or on sale, with 
his consent or allowance, as the inventor or discoverer; and shall desire to 
obtain an exclusive property therein, may make application in writing to the 
Commissioner of Patents, expressing such desire, and , the Commissioner, on 
due proceedings had, may grant a patent therefor. ... 
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If now it may be assumed that, in view of the above considerations, 
there should be no ground for a distinction between what an applicant 
may prove in an interference to establish his invention date and 
what a plaintiff may prove in a suit to establish the date of invention 
of the patent in suit, the way is cleared for a consideration of the 
admissibility of proof of foreign acts of invention to establish one’s 
own date of invention. However, such inquiry need not be limited 
to the proving of one’s own invention date. If foreign acts of inven- 
tion per se are considered, the inquiry should reveal whether it is the 
intention of our law to limit proof of a date of invention to the 
earliest date within the United States, except as provided by R. S. 
4887, regardless of the form of the proceeding in which the question 
of first invention arises, or whether “first inventor” under our statutes 
means the first in fact. In order to arrive at a conclusion upon this 
point it is necessary to make a study of the statutes and the cases. 


The Statutory Provisions 


It is well settled that all the sections of the Patent Act must be 
read together, each in view of the others.*° Although first inventor- 
ship is not specifically mentioned as a condition precedent to the grant 
of a patent in R. S. 4886, it is set out as a means of invalidating a 


patent in R. S. 4920. It therefore must be accepted that our law 
requires that one be the “first” inventor in order to be the recipient 
of a valid patent.** The grant of patents for inventions is authorized 
by the ConsTITUTION OF THE UNITED States in Art. I, Sec. 8.4 It 
is quite generally accepted that the broad policy underlying this pro- 
vision and the laws enacted by Congress in consequence thereof is to 
promote the progress of the useful arts in the United States.** When 
consideration is given to the conditions under which the constitutional 
provision was drawn, it will be readily appreciated that the desire of 
the framers of the CoNsTITUTION was to encourage the advance of 
the arts in this country, new and undeveloped as it was at that time. 
Thus it may be laid down as a broad general principle that the patent 
laws are primarily intended to encourage the propagation of knowl- 
edge of new arts within this country. In view of this principle the 
conditions under which a patent will be refused to an original inventor 
may be divided into two broad classifications. The first of these and 
the most important is that if the invention was actually known to the 


40 Gaylor v. Wilder, 10 How. 477, 13 L. ed. 466 (U. S. 1850). 
41 See R. S. 4886, 4887, 4893, 4920, 4923. 
42“The Congress shall have the power . . . to promote the progress of the 


useful arts, by securing for limited times to authors and inventors the exclusive 
right to their respective writings and discoveries.” 


4893 Conc. GLose 2877 (April 21, 1870). 
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public in this country, no patent will be granted. The second of the 
conditions is that, even if the invention was not actually known to 
the public in this country, no patent will be granted if it was so gen- 
erally available through the medium of printed publications in any 
language that knowledge of it could be obtained by a simple search. 
In considering whether an act of invention must take place within 
this country to be recognized by our patent laws we are concerned 
then with whether by that act the first step was taken to make the 
invention available to the public of the United States, so as to entitle 
the inventor to the reward of a patent, or with whether the public 
already had some legally contemplated means for knowing of the in- 
vention so as to bar the grant of a patent. R. S. 4923 ** indicates 
that lack of knowledge through one or the other of the channels al- 
ready discussed, and bona fide (or original) invention *® by the ap- 
plicant are the prerequisites to the grant of a patent. It will be 
noted that R. S. 4923 says that prior knowledge or use in a foreign 
country will not be a bar to the grant of a patent in this country, 
but it does not go on to say that prior invention in a foreign country 
would not be a bar under R. S. 4920. It does not seem, however, 
in view of the broad policy of the law, that these defenses can be 
separated. It is settled that knowledge or use to be a bar to the 
grant of a patent must be such knowledge or use as is available to 
the public.*® Mere knowledge in a single person is not a bar. Now 
knowledge or use is always evidence of invention, since if the thing 
was known or used, and if it amounted to an invention over the art, 
it must necessarily have been invented by someone.*? To contend 
that prior invention in a foreign country is a bar to the grant of a 
United States Patent is to contend that the statutes intended to make 
private knowledge a bar where public knowledge or use cannot be 
a bar because of the express terms of R. S. 4923 and the affirmative 
limitation in R. S. 4886. It is quite true that R. S. 4920 expressly 
makes prior invention a bar, but this statute must be read in con- 


44R. S. 4923, 35 U. S. C. § 72 (1934) provides: 

“Whenever it appears that a patentee, at the time of making his application 
for the patent, believed himself to be the original and first inventor or dis- 
coverer of the thing patented, the same shall not be held void on account of 
the invention or discovery, or any part thereof, having been known of used in 
a foreign country, before his invention or discovery thereof, if it had not been 
patented or described in a printed publication.” 

45 R. S. 4923 has been interpreted to mean that knowledge by the applicant of 
the foreign use of knowledge must be before his invention, and not merely before 
his date of application. See American Sulphite Pulp Co. v. Howland Falls 
Pulp Co., 80 Fed. 395 (C. C. A. Ist, 1897); Spaulding v. Wanamaker, 256 
Fed. 530 (C. C. A. 2d, 1919). See also RivisE AND CAESAR, op. cit. supra 
note 4 at § 56. 

46 Supra note 40. 


47 See Milburn v. Davis-Bournonville, supra note 27. 
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nection with R. S. 4923. If R. S. 4920 is held to apply to prior in- 
vention in a foreign country, it would amount very nearly to a 
judicial repeal of R. S. 4923. It is true that prior invention in the 
United States is made a bar in spite of the fact that private knowl- 
edge here is not generally considered a bar. However, this does not 
affect the foreign situation, and, even so, it is not at all well settled 
that private knowledge and concealment within this country will not 
bar the grant of a patent to a subsequent original inventor, although 
it will prevent the grant to him who concealed.** 

A consideration of R. S. 4887 ** may also quite reasonably lead 
to the conclusion that acts of invention must take place within the 
United States in order to be recognized by our law. This section 
of the statute has two paragraphs, the first of which has no clear con- 
nection with the present inquiry. The second paragraph of this sec- 
tion provides that if an application is filed in the United States within 
one year of the filing of the earliest foreign application, the foreign 
application shall have the same force and effect as if it had been filed 
in this country on the same date. One effect of the filing of a United 
States application is that it provides a constructive reduction to prac- 
tice. Under paragraph 2 of the section the foreign filing date has the 
effect of a constructive reduction to practice. Were it not for the 
fact that the law does not intend to recognize foreign acts of invention, 
there would be no need for the extension of such a special reward for 
a prompt filing in the United States, since the foreign inventor could 
always prove his actual invention date and would have no need to 
use his foreign filing date as a constructive reduction to practice. 

Another statutory illustration of the principle of our law that for- 
eign acts of invention are not recognized is the Nolan Act of 1917.°° 
This Act accords to persons serving abroad with the forces of the 
United States during war, and making an invention while so serving, 
the same rights of priority “in interferences and other proceedings 
arising in connection with such invention” as if the same had been 
“made in the United States.” The obvious inference is that, except 
for this statutory exception, no acts of invention in a foreign country 
are to be contemplated.™ 

Before looking at the decided cases there is one other statute which, 
though never previously considered in respect to the present inquiry, 


48 For a discussion of the dilemma see RivisE AND CAESAR, op. cit. supra 
note 4 at § 281. 


49 Supra note 7. 
50 35 U. S.C. § 85 (1934). 


51 Petitioner in the Shimadzu case, supra note 1, has ably set forth this point 
- - brief. Respondent feels that the “other proceedings” mean only R. S 
915 suits. 
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is felt to have an important bearing. This is R. S. 4893 providing 
for examination.** This section superseded an Act of July 8, 1870,** 
which was in almost the same words as the present Act. The Act 
of 1870 however was preceded by an Act of July 4, 1836, and ac- 
cording to the Act the Commissioner was required to find that the 
subject matter of an application for patent had not been invented or 
discovered by any other person in this country prior to the alleged 
invention by the applicant before he could issue a patent thereon.™ 
So far as is known to the writer this is the only section of any of the 
patent laws of the United States, past or present, which ever spe- 
cifically required that acts of invention must take place within the 
United States in order to bar the grant of a United States Patent.*® 
It may be inferred of course that the mere fact that this Act was re- 
pealed indicates in and of itself that Congress intended to broaden 
the field in which inventive acts would be recognized. In view of 
the circumstances under which the change was made, however, it does 
not seem possible to draw such an inference. R. S. 4886 and its 
predecessors have generally been considered to be the Acts setting 
out the conditions precedent to the grant of a patent. The sections 
corresponding to R. S. 4886 in both the Patent Act of July 4, 1836,°° 
and the Patent Act of July 8, 1870,°" were in substantially the same 
words as the present section. Section 7 of the Act of 1836 provid- 
ing for examination was almost an inverse statement of section 6 
(now R. S. 4886). Therefore, when the Act of 1870 included the 


old section 6 in almost the same words, and, apparently, merely 


52. R. S. 4893, 35 U. S. C. § 36 (1934) provides: 

“On the filing of any such application and the payment of the fees required 
by law the Commissioner of Patents shall cause an examination to be made 
of the alleged new invention or discovery; and if on such examination it shall 
appear that the claimant is justly entitled to a patent under the law, and that 
the same is sufficiently useful and important, the Commissioner shall issue a 
patent therefor.” 

5316 Stat. 202, § 31 (1870). 


54 The Act of July 4, 1836, 5 Stat. 119, § 7 provided: 

“Sec. 7. And be it further enacted, That on the filing of any such applica- 
tion, description, or specification, and ‘the payment of the duty hereinafter pro- 
vided, the Commissioner shall make or cause to be made, an examination of 
the alleged new invention or discovery; and if, on any such examination, it 
shall not appear to the Commissioner that the same had been invented or dis- 
covered by any other person in this country prior to the alleged invention or 
discovery thereof by the applicant, or that it had been patented or described 
in any printed publication in this or any foreign country, or had been in public 
use or on sale, with the applicant’s consent or allowance, prior to the applica- 
tion, if the Commissioner shall deem it to be sufficiently useful and important, 
it shall be his duty to issue a patent therefor.” (Italics added.) 


55 Cf. 1 Stat. 109, . 1; 1 Stat. 318, § 1; 5 Stat. 117, § 6; 16 Stat 198, 
§ 24; 29 Stat. 692; 46 Stat. 376 (R. S. 4886) for the Acts leading up to the 
existing R. S. 4886. 


565 Stat 117, § 6 (1836). 
5716 Stat. 198, § 24 (1870). 
7 
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avoided repetition by substituting for the inverse wording of old sec- 
tion 6 in old section 7 the more concise term “. . . and if on such 
examination it shall appear that the claimant is justly entitled to a 
patent under the law, . . .” it is scarcely possible to assume that 
Congress affirmatively intended to effect a change in so important a 
condition as the meaning of the term “invention.” This interpreta- 
tion is borne out by a study of those sections of the Congressional 
Globe reporting the passage of the Patent Act of July 8, 1870. Dur- 
ing the entire discussion of this Act neither section 24 (corresponding 
to R. S. 4886) nor section 31 (corresponding to R. S. 4893) was 
mentioned. It seems difficult to believe that a radical difference in 
the meaning of “invention” under our law could have been intended 
when the sections involved were not so much as incidently alluded 
to throughout the course of the discussion. As a matter of fact the 
opposite impression is conveyed by a reading of the discussions pro- 
voked by the presentation of the Bill. Speaking before the House, 
Mr. Jenkes, who introduced the Bill to the House from the Com- 
mittee on Patents, said by way of conclusion that there was nothing 
new in the law under the proposed Act except the provision for the 
payment of a fee during the term of a patent to keep it alive.** Dur- 
ing the discussion in the Senate a suggested amendment to section 
62 of the Bill provoked a discussion as to whether an original in- 
ventor in the United States could obtain a United States Patent under 
our law despite the fact that the invention had already been made by 
another in a foreign country. The opinion seemed to be that such 
was the case.*® 

Under the circumstances just examined with reference to the his- 
tory of R. S. 4893, and in view of the policy of the law as indicated 

58 92 Conc. GLose 2683 (April 14, 1870). Mr. Jenkes, who introduced the 
Bill from the Committee on Patents to the House, concluded: “These are the 
amendments to the law of patents. There are no new or additional provisions 
except in the case of the payment of a fee during the term of the patent, to 
keep it alive. In other respects the law stands without any other ‘change 
than that it is enlarged, defined, made clear in its terms and provisions and 
in its proposed execution, so that the remedies can be pursued without mistake 
and with effect.” 

5995 Conc. GLope 4824 (June 24, 1870), in the Senate: 

Mr. THuRMAN: “... What is this proposition? A man makes what he 
supposes to be an invention, and is so ignorant that he does not know that it 
was invented by somebody else in some other country; and yet he is to have 
a patent which shall give him a monopoly. . . . In other words it is a premium 
to a man to shut his eyes to the truth, it is a me for eee. Es 


Mr. Tuumean: “The onion I ated a the ‘@iem was etuther such 
a provision as this is now in the law.” 

Mr. Wittey: “Yes sir.” 

Mr. THURMAN: “How long has it been the law?” 

Mr. Wittey: “It has been the law since July, 1836, with this exception : 
that after the words ‘foreign country’ the words ‘before his invention or dis- 
covery thereof’ are inserted in this clause.” 
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in the other statutes involved, it seems that the intention and under- 
standing of Congress is today, and always has been, that the law of 
the United States does not recognize acts of invention occurring in 
any place other than within the boundaries of the United States, ex- 
cept in so far as a constructive reduction to practice is provided by 
R. S. 4887. 

The Case Law 


Turning to the cases which have established the rule for plaintiffs 
in infringement suits as opposite to the interpretation of the statutes 
as set forth above, it is generally said that the case of Hanifen v. 
Godshalk © is the first holding upon the point of whether acts of in- 
vention in a foreign country may be proven to establish a date of 
invention.** It is true that the Hanifen case was the first clear hold- 
ing upon the point, but it was preceded by a few other cases touching 
upon the subject which are worthy of some consideration. The first 
of these was the case of Bartholemew v. Sawyer decided in 1859.* 
This was a motion for a new trial in an infringement suit. The in- 
vention of the patent in suit had been reduced to practice in the 
United States in 1850, and the application was filed in 1853. There 
had been knowledge and use of the invention in the United States in 
1852, but the defense relied upon knowledge in England in 1851 be- 
tween the plaintiff’s invention date and filing date. The real point 
decided in this case was whether, if the patentee had known of the 
foreign knowledge, it was sufficient that it be before his filing in the 
United States rather than before his invention. The Court consid- 
ered primarily the 15th section of the Act of 1836.°%° The Court also 
considered section 7 of the Act providing for examination.** Appar- 
ently considering the knowledge in England as evidence of prior in- 
vention, it was said that since the seventh section required that the 
prior invention be before the date of invention, the effect of this was 
not changed by the fifteenth section in its reference to the date of ap- 
plication. The real holding then was not as to the place of prior inven- 
tion, but as to the time when prior invention must occur to be a bar. 
The case is difficult to reconcile, however, since the mere fact that any 
consideration at all was given to the time of the prior knowledge im- 
plied that the Court was of the opinion that the place would have been 
proper. This was held at a time when the statute specifically said 
that prior invention to be a bar had to be within this country. It is 
difficult to determine whether the Court was considering knowledge 

60 Supra note 9. 

61 The case is noted as such in (1899) 9 Yate L. J. 101. 

62 Supra note 9. 


63 This section was the predecessor of R. S. 4923. 
64 Supra note 54. 
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as a separate defense or as evidence of prior invention. The only 
really clear holding before the Hanifen case as to invention in a for- 
eign country was in the case of Jreson v. Pierce.® This was an in- 
fringement suit in which the plaintiff attempted to rely upon the filing 
date of his corresponding British Patent for the purpose of overcom- 
ing a reference patent by establishing an earlier date for his inven- 
tion. Since this case was decided before the enactment of the second 
paragraph of R. S. 4887, it is not simply a holding as to whether one 
may rely upon a foreign filing date under the law as it is today. 
Reliance upon a foreign filing date at the time of this case amounted 
to reliance upon an actual date of invention in a foreign country. 
The Court apparently considered the provisions of R. S. 4923 as to 
foreign knowledge to modify the words “first inventor” in R. S. 4920, 
and clearly held that the only permissible evidence of invention in a 
foreign country is that provided by a patent or printed publication.” 
Thus until 1884 the courts had held that use and knowledge in a for- 
eign country could not bar a patent to an original inventor in this 
country, and there was a single Circuit Court holding to the effect 
that invention, except as evidenced by publication, must take place 
within the United States. 

At this point the opinion of Judge Dallas in Hanifen v. Godshalk 
started the law in the direction of its present state of confusion upon 
the point under consideration. This was an infringement suit upon 
a patent to Bywater filed in the United States in 1883. Bywater had 
made his invention in England in 1880, and the plaintiff sought to 
carry the date of invention back to this point in order to overcome a 
reference patent advanced by the defendant. The defendant contended 
that since the invention in 1880 took place in England it was imma- 
terial as a matter of law. In a fairly lengthy opinion Judge Dallas 

65 Supra note 24. 

66 “The invention which forms the subject matter of the Lee patent is a 
foreign one. . . . Under sections 4886, 4920, 4923 Rev. St. the only evidence 
that can be used in proof of a foreign invention for any purpose is that comin, 
through the channel of a patent or printed publication.” 39 Fed. 795, 79: 
(C. C. D. Mass. 1899). (Italics added.) 

67 Following is part of the opinion: 

“There is no statute which warrants the suggested distinction respecting in- 
ventions made abroad and those made in the United States. Section 4886 
of the Revised Statutes enacts that ‘any person who has invented or discovered 
any new and useful art, .. . not known... before his invention or discovery 
thereof, ... may .. . obtain a patent therefor.” The right to a patent is 
thus made to depend, as to the point under discussion, wholly upon the time 
of invention as related to then- -existing knowledge, etc., and nothing whatever 
is said with respect to the place of invention. .. . An offer to prove public 
use and sale in a foreign country more than two years before the filing of 
the application would, if made to invalidate a patent, be manifestly irrelevant, for 
the reason that it could not have that effect but a like offer, if made to show 
date of invention, would, quite as manifestly, be relevant, "because it might, 


at least, tend to establish it. If there is anything in this state of the law 
which is extraordinary, I fail to perceive it.” 
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set forth the reasons why, in his opinion, a patentee could support 
his patent by proving his actual date of invention in a foreign coun- 
try. The opinion indicates that it is not to be taken as controlling 
except as applied to the plaintiff's patent in an infringement suit. The 
opinion seems to be based largely upon the failure of R. S. 4886 to 
specify anything as to the place of invention, while it does speak of 
the time of invention. It is encouraging to note that knowledge and 
use are said to be both evidence of prior invention and a defense in 
themselves. Unfortunately, however, the opinion fails to satisfac- 
torily explain how it could ever have been intended that foreign use 
and knowledge is ineffective to bar a patent, when the same foreign 
use and knowledge, as evidence of prior invention in the foreign 
country, will have that result. It should be particularly noted that 
the opinion is based almost entirely upon an omission in R. S. 4886 
and upon an unexplained dilemma. After the portion of the opinion 
quoted in the note the Court merely distinguished over a line of 
slightly earlier cases which will be discussed below. Particular atten- 
tion is called to the fact that the opinion in the Hanifen v. Godshalk 
case laid the foundation for the much relied upon distinction between 
infringement suits and interference proceedings, without giving any 
more satisfactory explanation than that the failure of R. S. 4886 to 
mention place of invention precludes the application of the rulings of 
the Patent Office to the case of a plaintiff in an infringement suit. 
The case of Hanifen v. Godshalk was appealed ® but the pertinency 
of a foreign date of invention was not reconsidered. The following 
year the case of Hanifen v. Price ® arose in the Circuit Court of the 
third circuit. This was suit for infringement of the same Bywater 
patent as was in suit in Henifen v. Godshalk, and the defendant re- 
lied upon new evidence turned up since the Godshalk case. The new 
evidence relied upon was an importation of the invention into the 
United States before the United States filing date of Bywater. This 
again raised the question of whether Bywater could carry his date of 
invention back to his invention in England. In the opinion” in 
Henifen v. Price the Court relied heavily upon the opinion of Judge 

68 Hanifen v. Godshalk, 84 Fed. 649 (C. C. A. 3d, 1898). 

6° Hanifen v. Price, 96 Fed. 435 (C. C. S. D. N. Y. 1899). 

70 The pertinent part of the opinion, appearing on pages 440-441 reads: 

“Judge Dallas discussed this question at length, and expressed an opinion in 
the affirmative, but found that the evidence was insufficient to establish the 
earlier invention. It appears that the precise question has never been judicially 
determined. . . . There is no expressed limitation as to the time or place of 
invention, or of citizenship of the inventor, so far as his rights under section 
4886 are concerned. The sole question is whether or not the American public 
received the benefit of his invention. . It is immaterial whether or not the 
consideration received by the American ‘public proceeds from a foreigner or an 
American citizen, or whether or not it was conceived abroad or at home.” 


(Italics added.) 
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Dallas in Henifen v. Godshalk and seemed to adopt that opinion as 
its own, so that very little was added by the Price case except more 
precedent. The Price case was also appealed,”* but again the ques- 
tion of invention in a foreign country was not considered. 

The next time that the question of invention in a foreign country 
arose in an infringement suit unmixed with other matters was in 1899 
when the Circuit Court of Appeals of the second circuit decided 
the case of Welsbach Light Co. v. American Incandescent Lamp 
Co."* This was one of a series of suits’* brought upon the Rawson 
patent, but in none of the prior suits was the matter under consid- 
eration discussed. The Rawson patent was filed in the United States 
on August 21, 1888, and was issued July 30, 1889. The correspond- 
ing British Patent to Rawson on the same invention was filed in Eng- 
land September 1, 1886, and was issued there July 27, 1887. The de- 
fendant’s main defense was that Welsbach had invented in Vienna 
in 1886, introduced into the United States in 1887, and filed an appli- 
cation in the United States on March 3, 1888. This application had 
been rejected upon the Rawson British Patent and was thereafter 
abandoned. The position of the defendant was that Rawson was not 
entitled to place the date of his invention earlier than the issue date 
of his British Patent, and that therefore Welsbach was entitled to a 
patent when his application was rejected. The Court disposed of 
this contention by holding that Welsbach did not disclose the inven- 
tion of the Rawson patent, but made some statements as dicta which 
added more precedent to the idea that there is a difference between 
the meaning of “date of invention” as it arises in an interference and 
as it arises in an infringement suit.7* Another argument advanced 
by the defendant, however, was that the invention was known and 
used in the United States before the date of Rawson’s invention, be- 
cause the date of his invention cannot be established as of any time 
earlier than the date of issue of his British Patent. Relying solely 
upon the Hanifen cases the Court held that R. S. 4886 refers to the 
actual date of invention and not to an artificial date, irrespective of 
whether the invention took place in a foreign country, and that there- 
fore the plaintiff could rely upon the filing date of his British Patent 
to establish the date of his invention.”* Attention is called to the fact 

71 Hanifen v. Price, 102 Fed 509 (C. C. A. 2d, 1900), aff’d, by the Supreme 


Court without opinion in 186 U. S. 481 (1902). 

72 Supra note 9. 

73 Welsbach Light Co. v. Sunlight Incandescent Lamp Co., 87 Fed. 221 
(C. C. D. N. J. 1898); Welsbach Light Co. v. Rex Incandescent Lamp Co., 
94 Fed. 1006 (C. C. S. D. N. Y. 1899). 

7498 Fed. 613, 615, supra note 9. 

75 This section of the opinion follows: 

“The section (4886) is applicable to all invention, irrespective of the place 
of their origin, and the term ‘date of invention’ is used without discrimination 
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that this filing date was two years before the filing of the same in- 
vention in the United States. Since the second paragraph of R. S. 
4887 had not yet come into our law, this was equivalent to holding 
that an actual date of invention in a foreign country is admissible in 
evidence. 


Earlier in the same year in which the Welsbach case was decided 
by the second circuit Court of Appeals the Circuit Court in the same 
circuit had held in Badische Analin & Soda Fabrik v. Kalle,** where 
the invention was a foreign one, that the owner of a patent in 
suit in an infringement suit was limited for his date of invention to 
the date of issue of his earliest foreign patent. This decision was 
expressly overruled by the same court in 1903 in a suit upon the 
same patent,’7 and solely because of the decision by the Court of 
Appeals in the Welsbach case. 


The next case in which the question was considered was in 1931 
in the second circuit case of Claude Neon Lights, Inc. v. Rainbow 
Lights, Inc.** The issue arose upon a Motion for an Order Direct- 
ing Issuance of a Commission to Take Testimony Abroad. The ob- 
ject of the Commission was stated to be to carry the date of invention 
of the patent in suit back of the convention date. The Court relied 
upon the Welsbach, Hanifen, and Badische Analin cases, and in a 


single terse sentence declared itself to be of the opinion that the date 
of invention could be thus carried back.” It was said that R. S. 4886 
is “not limited to inventions made in the United States.” By this 
time the distinction between infringement suits and interference pro- 
ceedings had become so well accepted that the Court considered it 
only necessary to state the bare fact that the case was an infringement 


between classes of inventions. The theory of the defendant is that, as to the 
date of the domestic inventor, knowledge in this country must precede the 
actual date of his invention, but that, as to the foreign inventor, knowledge 
in this country need only precede the date of the publication of his foreign 
patent. We are of the opinion that the language of the section refers to the 
actual, and not an artificial, date, and that, where there is no contest between 
inventors, if knowledge in this country did not precede the actual date of the 
invention, unless it had been used in this country for two years before the 
application, the inventor was entitled to a patent . (citing the Hanifen cases) 

Our conclusion is that, as against an infringer, the patentee of a United 
States patent for an invention previously made and patented in a foreign 
country may, to avoid alleged use in this country by an infringer before the 
date of his foreign patent, show the date of application for the foreign patent, 
for the purpose of showing the actual date of his invention in a foreign country.” 
Id. at 616 (Italics added). 


7694 Fed. 163 (C. C. S. D. N. Y. 1899). 
77 Badische Analin & Soda Fabrik v. Klipstein, supra note 9. 
78 Supra note 9. 


79“The plaintiffs have the right, as against an infringer, to carry the date 
of ——— of the patent in suit back of the convention date by proof of acts 
abroad. 
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suit in order to establish the difference.8° In the later phases of this 
case the question was not again considered, but the fact that it was not 
so well settled as the opinion on the Motion seemed to indicate was 
indicated by the same Court in its final decision.** The Court said 
that since it had been decided that there was no infringement, it be- 
came unnecessary to discuss the “exceedingly interesting question of 
validity of the Hertz patent.” In the decision of the Court of Ap- 
peals of the second circuit in the same case ** the question of the date 
of invention was not discussed. 

The latest case in point is the Shimadzu case ** in which the in- 
quiry was finally brought to the attention of the Supreme Court. In 
this case the invention was made in Japan and patented there. There 
was no question of a convention date, however, since the Japanese 
patent was filed more than one year before the filing of the United 
States application. The defendant’s assignor had made a similar in- 
vention in the United States and had been in interference with the 
Shimadzu application in the Patent Office. Shimadzu had won in 
the interference on the ground that Hall, the patentee of the defend- 
ant’s device, could not make the counts. The interference therefore 
did not have the effect of confusing the present infringement suit on 
the issue as to the date of Shimadzu’s invention. In a very positive 
one sentence opinion on this point the District Court held that 
Shimadzu could “undoubtedly” rely upon his actual reduction to 
practice in Japan as his date of invention.** The Court of Appeals 
affirmed the opinion of the District Court in a short Per Curiam 
opinion.*® The decision of the Supreme Court was carefully confined 
to the facts of the case by three limitations: first, that the proceed- 
ing be an infringement suit; second, that it be the plaintiff seeking 
to prove the foreign reduction to practice; third, that the defend- 
ant’s infringement was an innocent use begun before the application 
date in the United States of the patent in suit. The Supreme Court, 
as did Judge Dallas in Hanifen v. Godshalk, relied strongly upon the 
failure of R. S. 4886 to specifically mention place of invention, while 
it does require that a bar to a patent must have an effective date “be- 


8° Rule 110 of the Patent Office has no application, as it relates, not to a suit 
against an infringer, but to interference contests in the Patent Office between 
two contestants for the same patent.” 

8158 F. (2d) 384 (E. D. N. Y. 1932). 

8290 F. (2d) 959 (C. C. A. 2d, 1937). 

83 Supra note 1. 

4 “The plaintiff is undoubtedly entitled to rely for priority upon the date of 
invention and reduction to practice as found, regardless of the fact that the 
invention was made in a foreign country. Claude 3 Lights, Inc. v. Rainbow 
Lights, Inc., (D. C.) 47 F. (2d) 345; Hanifen v. E. H. Godshalk Company 
(C. C.) 84 Fed. 649.” Supra note 9 at p. 49. 

85 Supra note 9. 
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fore his (the patentee’s) invention.” Thus the most recent and 
authoritative decision is that “his invention” means actual date of 
invention. A further striking analogy between the decision of the 
Supreme Court and that of Judge Dallas is that the recent decision 
recognizes that a dilemma is created, but says that, since courts do 
not have the power to change statutory law, it is powerless to remedy 
the situation. 

In addition to the cases discussed above in which the rule as gen- 
erally applied in infringement suits has been set up, there is another 
line of cases wherein the rule of the Patent Office on the same point 
was followed. These cases fell into three groups, each group being 
concerned with a single contest as to first invention. In the first of 
these three sets of cases to arise, the same parties who were later 
involved in an infringement suit were first engaged in an interference, 
and the courts were loath to reverse the ruling of the Patent Office. 
In the second set of cases there was no infringement suit, but only an 
appeal from a decision of the Commissioner in an interference, fol- 
lowed by an action in equity under R. S. 4915. In the third set of 
cases the question of invention in a foreign country was first pre- 
sented when the defendant attempted to carry back the date of a ref- 
erence patent. The court held that he could not do so. When this 
defendant later became a plaintiff, the court followed its earlier deci- 
sion, saying that the same question of priority was involved. Thus 
the possible conflict with the Patent Office rule pointed out above has 
so far been neatly avoided. 

The first of the above three groups of cases presented the question 
of priority of invention between Faure, a French inventor, and Brush, 
a domestic inventor. In the first case of this group suit was brought 
upon the Faure patent in Electrical Accumulator Co. v. Julien Elec- 
tric Co.*® The defendant raised as a defense that Brush, a third 
party, was the first inventor. As a preliminary matter to this inves- 
tigation the Court said: “In determining this question, Faure, being 
at that time a citizen of France, is not permitted to claim the inven- 
tion earlier than the date of his French Patent, . . .”** Later in 
the opinion the Court reveals that there had been a prior decision in 
an interference between an application of Brush and the Faure 
patent and that Brush had been successful.** It will be noted that 
this case was decided before the opinion of Judge Dallas in Hanifen 


86 38 Fed. 117 (C. C. S. D. N. Y. 1889). 

87 Jd. at 128. 

88 Jd. at 130. The interference referred to did not involve the claim in suit, 
but it was found that Brush’s experiments anticipated every embodiment except 
the particular one disclosed by Faure. The Court held that by disclaimer Faure 
could validly exclude everything from the claim except this single embodiment. 
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v. Godshalk. Thus apparently in dating Faure’s invention as of the 
date of his French Patent the Court intended to accept the rule of 
the Patent Office to the effect that foreign acts of invention are not 
recognized by the law of the United States. The Accumulator v. 
Julien case was argued on a rehearing, but none of the points in- 
volving invention dates were considered in the opinion.*® The same 
question of priority was again raised in the same Court in the case of 
Brush Electric Co. v. Julien Electric Co.®° brought against the same 
defendant for infringement of the Brush patent. The defense of 
prior invention was not seriously urged by the Julien Electric Co. in 
this case, for, having urged in the same Court the previous year, in 
a suit upon the Faure patent, that Brush was the first inventor, it 
could not gracefully contend, in a suit upon the Brush patent, that 
Faure was in fact the first inventor. The Court therefore simply 
adopted its decision in the Accumulator v. Julien case on this point.® 
The final phase of this litigation took place when suit was brought 
upon the Brush patent against the owners of the Faure patent in 
Brush Electric Co. v. Electrical Accumulator Co.** In this case the 
defendant had the opportunity to defend on the ground of prior in- 
vention in a foreign country by its own assignor. However, the 
Court, being the same Court which decided the two prior cases, did 
not spend much time speaking of the question of first invention. It 
merely said that in prior litigation it had been decided that Brush 
was the first inventor in this country and was therefore entitled to his 
patent.** In the appeal decision rendered in this case ** the Court 
of Appeals of the second circuit refused to review the investigation 
of the question of priority in view of what had already been decided 
in previous litigation, but made some additional remarks indicating 
that it was Faure’s French citizenship, rather than the locus of his 
invention, that barred him.®®° Reference to the citizenship of Faure 
was first made in the Accumulator v. Julien case, and the statement 


89 39 Fed. 490 (C. C. S. D. N. Y. 1889). 

90 41 Fed. 679 (C. C. S. D. N. Y. 1890). 

91“The precise question was presented and decided in the interference pro- 
ceedings before the Patent Office and in the Accumulator Case. (38 Fed. 117) 
. . . The decision heretofore made upon the same state of facts will, therefore, 
be adhered to.” Jd. at 686. 

92 47 Fed. 48 (C. C. S. D. N. Y. 1891). 

93 “Mr. Brush was the first, in this country, to make a broad invention, as 
stated above. He is entitled to the fruits of his invention. It is the policy 
of the law to reward him.” Jd. at 51 

94 52 Fed. 130 (C. C. A. 2d, 1892). 

~. His French patent was dated Oct. 20, 1880, and, inasmuch as he is 
a citizen ‘of France, he is not permitted to claim his invention before that date, 
as against a citizen of the United States, who, being also an original inventor, 


subsequently received a patent for his own invention in this country. .. . 
Id. at 134 (Italics added). 
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there made was used by Judge Dallas in Hanifen v. Godshalk for 
casting aside that case as authority for not allowing the showing of 
foreign acts of invention. Thus it will be seen that the question of 
the admissibility of foreign acts of invention was carefully considered 
only once in the Faure-Brush situation, and this was in the first case. 
In the decision in that case much reliance was placed upon the deter- 
mination by the Patent Office in the antecedent interference. 

The next set of cases wherein the same parties were involved first 
in the Patent Office and later in the courts began with the interference 
of DeKando v. Armstrong.*® This was an appeal from a decision of 
the Commissioner to the Court of Appeals of the District of Colum- 
bia. DeKando, an Italian, had invented in Italy, while Armstrong 
was a domestic inventor. The case was complicated by the fact that 
knowledge of the DeKando invention was brought to the United 
States the year before the filing of the Armstrong application here. 
There was much discussion of the effect of this knowledge within the 
United States, but the Court held that the date of Armstrong’s in- 
vention relates back to the date of his conception, which was prior to 
the introduction of the knowledge, and that therefore Armstrong was 
entitled to the patent. Obviously following the rule as applied by the 
Patent Office in interference, the Court said: “All that the appellant 
did abroad was a nullity so far as it affected the right of the ap- 
pellee.*7 Having thus lost in the interference, the assignee of De- 
Kando’s rights brought suit in New York under R. S. 4915 to have 
DeKando declared entitled to the patent. In this case, Westinghouse 
Electric Co. v. General Electric Co.,°* the Court gave full considera- 
tion to foreign acts of invention and again upheld the rule of the 
Patent Office.*® It was said: “It is clear that, in determining who 
was the first inventor as between these two, the use of the invention 
and actual reduction to practice in Italy cannot be considered.” It is 
particularly interesting that in this case the Court said that the statute 
recognizes that inventors may be working independently in the United 
States and in a foreign country, and that if the foreign invention is 
reduced to practice first, the domestic inventor can still obtain a 
United States Patent in the absence of a patent or printed publication 
describing the foreign invention, and if he did not know of the for- 
eign invention when he filed. The Westinghouse case was appealed 
and in its decision the Court of Appeals of the second circuit affirmed 


96 37 App. D. C. 314 (1911). 
97 Later in the opinion it was said: 
“.. 3 but, inasmuch as his (appellant’s) reduction to practice abroad can- 


not be considered, appellee must be regarded as the prior inventor.” 
98199 Fed. 907 (N. D. N. Y. 1912). 
99 Jd. at 910. 
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the view that an original inventor in the United States, although 
preceded by an invention in a foreign country, could obtain a United 
States Patent if he did not know of the foreign invention.*° In its 
decision the Court carefully limited its remarks to the case of a 
patent application. It will be recalled that this is the same Court 
which in 1899 had decided in the Welsbach case,” that foreign acts 
of invention could be used to support a patent in a suit thereon. 
The last group of cases wherein the courts have followed the rule 
of the Patent Office as to the showing of foreign acts of invention is 
that involving the question of priority of invention between Dunn 
and Schoidt. In the first of these, Vacuum Engineering Co. v. 
Dunn,’ the plaintiff was the assignee of the defendant. The plain- 
tiff was thus suing upon a patent of which the defendant was the in- 
ventor. The defense was that the claims were limited by an invention 
made in a foreign country by Schoidt, the patentee of a United States 
Patent. The Court disposed of this defense by saying that under R. S. 
4923 a domestic inventor who in good faith believes that he is the 
first inventor “cannot be deprived of his right to a patent by reason 
of a similar invention made by another person in a foreign country.” 
No cases were cited in support of this position of the Court. In the 
decision of the Court of Appeals of the second circuit in this case *° 
the question of whether the Schoidt patent was prior art was con- 
sidered. It appears that Schoidt was not offered as evidence of prior 
invention in view of the fact that Dunn, being the patentee of the 
patent in suit, was estopped to deny the validity of the patent. The 
only question was whether the prior art so limited the claims of the 
Dunn patent that there could be no infringement. The Court of 
Appeals agreed with the District Court that the Schoidt patent could 
not be considered as prior art. It was the opinion of the Court that 
under R. S. 4923 an original inventor in this country cannot be de- 
feated by knowledge of the invention in a foreign country, and that 
it made no difference that the person in the foreign country having 
such knowledge was also an inventor. Following the Vacuum 
Engineering case suit was brought against Dunn, the same defendant, 
upon the Schoidt patent in Patents Selling and Exporting Co., 


100 207 Fed. 75 (C. C. A. 2d, 1913). 

101 Supra notes 9 and 75. 

102 202 Fed. 967 (S. D. N. Y. 1912). 

103 209 Fed. 219 (C. C. A. 2d, 1913). 

104 Part of the opinion, appearing on page 220, follows: 

“As to the Schoidt patent we agree with Judge Holt that it cannot be 
considered as part of the prior art. Briefly the facts are these: . . . Under 
section 4923, U. S. Rev. St., Locke and Dunn, original inventors, could not 
be defeated by knowledge of the invention in a foreign country, when it was 
not patented or published there. It makes no difference that the person in the 
foreign country having such knowledge was also an inventor.” (Italics added.) 
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Aktieselskabot v. Dunn.°> In the case in the District Court the issue 
of prior invention was not raised, and the Court did not discuss it in 
its opinion. When the case came before the Court of Appeals of the 
second circuit?®* the Dunn patent was introduced as an addi- 
tional reference, and the Court discussed which of the two patents 
was to be considered prior art as against the other. The Court said 
that the question was “substantially disposed of in the Vacuum 
Engineering case.” The Court then expounded the theory that it 
it is within the contemplation of our law that an inventor in this 
country and one in a foreign country can be working independ- 
ently on the same invention at the same time, but that the acts 
of the foreign inventor cannot affect the right of the domestic in- 
ventor to a patent until the foreigner does something to make the 
results of his work available to the public of the United States. 
This case was reopened for further evidence in the District Court but 
nothing was said in the opinion adding anything to what had already 
been decided.'** 


In accord with the rule of the three sets of cases just discussed, 
and in direct conflict with the line of cases begun by Hanifen v. God- 
shalk, is the long and consistent line of decisions in Patent Office 
interference cases.1°° The reason for the attitude of the Patent Office 
on this matter is well set forth in Ex parte Grosselin..° In this case 
the applicant attempted to overcome an ex parte rejection by show- 
ing his actual reduction to practice in France. The affidavit setting 
forth these facts was refused under Rule 75. The applicant attacked 
the validity of Rule 75. In his decision the Commissioner pointed 
out that the refusal of the Patent Office to accept evidence of foreign 
acts of invention is based upon an interpretation of R. S. 4904 in 
view of R. S. 4923, and that since it would be entirely impossible to 
have one rule in ex parte cases and another in inter partes cases, the 
same ruling must be applied ex parte. This reasoning does not seem 
to permit of a distinction between interferences and infringement 
suits. Nevertheless the Commissioner, in distinguishing the Wels- 
bach case, did so on the ground that in the instant case there was no 
question of an infringer.™ 


From the cases in the courts, then, it appears that the Accumulator 
v. Julien case and related cases from 1889 to 1891 were the first 


105 204 Fed. 99 (S. D. N. Y. 1913). 
106 213 Fed. 40 (C. C. A. 2d, 1914). 
107 Jd. at 41. 

108 214 Fed. 1023 (S. D. N. Y. 1914). 
109 Supra note 8. 

110 Supra note 8. 

111 Supra notes 11 and 75. 








106 THE GEORGE WASHINGTON LAW REVIEW 


where the legal import of foreign acts of invention was actually 
passed upon. In holding such acts to be of no effect the courts made 
some unfortunate remarks about the citizenship of the foreign in- 
ventor. When, about ten years later, the first of the Hanifen cases 
arose, these remarks about citizenship were used as a ground for dis- 
tinction, although it is evident from a reading of the entire opinions 
that the courts in the earlier decisions did not mean to disqualify 
foreign acts of invention because of the allegiance of the actor, but 
rather because of the locus of the acts. The Hanifen cases were fol- 
lowed over a period of less than five years. This short line of cases 
was followed without comment in 1931 in the Neon Lights case and 
in 1936 in the District Court decision in the Shimadzu case. In the 
period between the Hanifen case and the Neon Lights case the oppo- 
site rule had been applied in the Vacuum Engineering and related 
cases. 
Conclusion 


Thus it is evident that the courts have vacillated in their attitude 
toward foreign acts of invention. The courts have drawn distinctions 
first between infringement suits and interference proceedings, and 
then between plaintiffs and defendants in infringement suits. It 
seems that both these distinctions are difficult if not impossible to 
justify. The statutes of the United States indicate that the primary 
concern of the Patent Laws is to promote the extension of useful 
knowledge among the public of the United States. To this end the 
laws do not recognize public or private knowledge or use abroad. 
As was said by the second circuit Court of Appeals in the Vacuum 
Engineering case “It can make no difference that the person in the 
foreign country having such knowledge was also an inventor.” The 
result of refusing to recognize foreign acts of invention would be in 
accord with the purpose of the Patent Laws. As already discussed, 
this purpose is to promote the progress of the useful arts within the 
United States. By refusing to recognize foreign acts of invention 
no discrimination is made against citizens of foreign countries as such, 
but they are merely induced to file their inventions with the United 
States Patent Office at the earliest possible date. Thereby the bene- 
fits to the public of the United States are more speedily secured. 

The recent decisions of the Supreme Court in the Shimadzu case +?” 
seems to recognize a distinction, not between infringement suits and 
interference proceedings, but between, first, interferences and infringe- 
ment suits involving a contest of first invention between two United 
States patentees, and second, infringement suits where the plaintiff 


112 Supra note 1. 
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is seeking to establish his date of invention to overcome some bar 
other than the prior invention of the patentee of another United 
States Patent. This ruling seems to complicate rather than clarify 
the state of the law. It does seem to indicate that a defendant will 
not be permitted to carry back to a foreign country the date of in- 
vention of a reference patent."** It further appears that a defendant 
who previously lost an interference will probably not be permitted to 
invalidate the winning party’s patent upon his own prior invention 
abroad. If the decision is to be thus interpreted it appears to have 
impliedly adopted the reasoning of the Accumulator v. Julien case, 
where the prior decision in interference was taken as controlling, and 
of the Vacuum Engineering case, where the defendant was not per- 
mitted to prove foreign acts of invention as a defense. Since the 
inconsistent result possible without one or the other of these rules 
is thus averted, the probability of obtaining a decision in the near 
future upon the effect of foreign reduction to practice regardless of 
the form of the proceeding, seems very slight.'"* 


J. Westey HAvuBNER. 


113 As was pointed out earlier in this note it is still largely a matter of con- 
jecture whether a defendant in an infringement suit can show a third party’s 
prior invention abroad in bar of a United States Patent. The matter has 
arisen only in Brush v. Accumulator, where the decision in the prior interfer- 
ence may be said to have influenced the Court, and in Vacuum vy. Dunn, where 
it was treated more as a matter of prior art than of prior invention. This 
treatment in the Vacuum vy. Dunn case was due to the fact that the defendant 
was estopped to deny validity. The only question therefore was whether the 
prior art limited the claims. In the decision of the Supreme Court in the 
Shimadzu case, of course, any statements bearing upon this point can be taken 
as dicta only. 

114 The Supreme Court viewed the position of the petitioner in the Shimadzu 
case as demanding that it read into R. S. 4886 the words “in this country” 
at two places. It is understood that the patent bar is at present considering 
the advisability of proposing amendatory legislation of this nature. 
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ADMINISTRATIVE Law— ProceDURE— EviIDENCE—JUDICIAL TEST 
OF SUFFICIENCY OF EvIDENCE AS APPLIED TO ADMINISTRATIVE 
Process.—The National Labor Relations Board on February 14, 
1936, issued an order directing the Columbian Enamel and Stamping 
Company, Inc., to discharge employees who were not employed by the 
Company on July 22, 1935, and to reinstate to the vacancies so created 
those who were employed by the Company on that date and who had 
not since received substantially equivalent employment elsewhere; 
and to desist from refusing to bargain with the Enamel and Stamp- 
ing Mill Employees Union No. 19694. 

Pursuant to a charge filed by the Union, the Board held a hearing 
and made findings as follows: The respondent corporation and the 
Union had made a one-year contract regarding employment condi- 
tions on July 14, 1934. It provided that the disputes under the 
contract should be arbitrated. From the date of the contract until 
March 23, 1935, when the Union struck, there were negotiations re- 
garding closed shop and other matters. The strike was in effect when 
the National Labor Relations Act, 49 Stat. 449 (1935), 29 U. S. C. 
Supp. III § 151 (1937) was passed on July 5, 1935, and continued 
until July 23, 1935, when work was resumed with new employees. 
On July 23, two conciliators from the Department of Labor con- 
ferred with the president of the respondent corporation who agreed 
to meet with them and the Union representatives, but no meeting was 
arranged and after several days he called one of the conciliators and 
stated he would not meet with them or the Union representatives. 
There was testimony that the Union had requested the conciliators 
“to try and open up negotiations.” From these facts the Board con- 
cluded that on or about July 23, 1935, the respondent had refused 
to bargain collectively with the appropriate unit. 

The Board’s application for an order enforcing its decree was de- 
nied by the Circuit Court on the ground that the employees had 
struck in violation of their contract prior to the passage of the Act, 
supra, and thus were not entitled to its protection. National Labor 
Relations Board v. Columbian Enamel and Stamping Company, Inc., 
96 F. (2d) 948 (C. C. A. 7th, 1938). Held, that to put an em- 
ployer in default and thereby validate the order of the Board, it must 
be shown by substantial evidence that the employees have signified 
their willingness to bargain with the employer, and this means 
enough evidence to justify, if the trial were to a jury, a refusal to 
direct a verdict when the conclusion sought to be drawn from it is 
one of fact for the jury. National Labor Relations Board v. Colum- 
bian Enamel and Stamping Company, Inc., 306 U. S. 292, 59 Sup. 
Ct. 501, 83 L. ed. (adv. op.) 480 (1939). 

The Court decided there was no testimony to show that the Union 
was willing to bargain or that the respondent was unwilling to bar- 
gain. The inference was that the labor conciliators were acting in 
their official rdle as mediators and not as agents of the Union. Mr. 

[ 108 ] 
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Justice Black dissenting, Mr. Justice Reed concurring, thought the 
Board’s finding was supported by evidence, and argued that the Court 
substituted its appraisal of the evidence for that of the Board. 

Sec. 10 (e) of the Act, supra, 29 U. S. C. Supp. III § 160 (e) 
(1937), provides that the Board’s findings as to facts are conclusive 
if supported by evidence. Judicial review of findings under this 
statutory provision is not the same as in cases of alleged confiscation. 
Cf. St. Joseph Stockyards Company v. U. S., 298 U. S. 38, 56 Sup. 
Ct. 720, 80 L. ed. 1033 (1936); Baltimore and O. R. Co. v. U. S., 
298 U. S. 349, 56 Sup. Ct. 797, 80 L. ed. 1209 (1936). Nor is it 
one where the Board lacked jurisdiction. Cf. Ng Fung Ho v. White, 
259 U. S. 276, 42 Sup. Ct. 492, 66 L. ed. 938 (1922); Crowell v. 
Benson, 285 U. S. 22, 52 Sup. Ct. 285, 76 L. ed. 598 (1932). But 
it has been quite uniformly held to mean, in matters involving private 
rights, that if the findings of facts are to be conclusive they must be 
supported by substantial evidence. Federal Trade Commission v. 
Curtis Publishing Company, 260 U. S. 568, 43 Sup. Ct. 210, 67 
L. ed. 408 (1922); International Shoe Company v. Federal Trade 
Commission, 280 U. S. 291, 50 Sup. Ct. 89, 74 L. ed. 431 (1930) ; 
Washington, Virginia and Maryland Coach Company v. National 
Labor Relations Board, 301 U. S. 142, 57 Sup. Ct. 648, 81 L. ed. 
965 (1937) ; Consolidated Edison Company v. National Labor Rela- 
tions Board, 59 Sup. Ct. 206, 83 L. ed. (adv. op.) 131 (U.S. 1938), 
Note (1939) 52 Harv. L. Rev. 695; National Labor Relations Board 
v. Sands Manufacturing Company, 59 Sup. Ct. 508, 83 L. ed. (adv. 
op.) 488 (U. S. 1939); Appalachian Electric Power Company v. 
National Labor Relations Board, 93 F. (2d) 985 (C. C. A. 4th, 1938). 
Substantial evidence is evidence of quality; it must have rational pro- 
bative force and be adequate to support a conclusion in the mind of 
a reasonable man. Consolidated Edison Company v. National Labor 
Relations Board, supra. Mr. Justice Stone has captured this some- 
what nebulous term, “substantial,” and restated it in terms of familiar 
legal formula; “it must be enough to justify, if the trial were to a 
jury, a refusal to direct a verdict when the conclusion sought to be 
drawn from it is one of fact for the jury.” Responsible administra- 
tive officials should not welcome a lesser test. 


Adequate guides may be found in the negligence cases. For ex- 
ample, if the plaintiff produces evidence which lends itself to incon- 
sistent conclusions, one that the defendant is negligent, the other that 
he is not negligent, then the proof has established neither, and the 
verdict must be directed against the party upon whom rests the bur- 
den of sustaining one inference against the other. See Pennsylvania 
R. Co. v. Chamberlain, 288 U. S. 333, 339, 53 Sup. Ct. 391, 77 L. ed. 
819 (1933); Ewing v. Goode, 78 Fed. 442, 444 (C. C. S. D. Ohio 
1897). Before a case is submitted to a jury the judge must decide, 
not whether there is literally no evidence, but whether there is any 
evidence upon which the jury can properly find for the party pro- 
ducing it, upon whom the onus of proof is imposed. See Schuylkill 
and D. Imp. and R. Co. v. Munson, 14 Wall. 442, 448, 20 L. ed. 
867 (U. S. 1872); Pleasants v. Fant, 22 Wall. 116, 122, 22 L. ed. 
780 (U. S. 1875); Baltimore and O. R. Co. v. Groeger, 266 U. S. 

8 
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521, 524, 45 Sup. Ct. 169, 69 L. ed. 419 (1925) ; Gunning v. Cooley, 
281 U. S. 90, 94, 50 Sup. Ct. 231, 74 L. ed. 720 (1930). But in de- 
termining a motion for peremptory instructions all the inferences 
fairly deducible from the facts in favor of the opposite party are to be 
made. See Texas and P. R. Co. v. Cox, 145 U. S. 593, 606, 12 
Sup. Ct. 905, 36 L. ed. 829 (1892) ; Gardner v. Michigan C. R. Co., 
150 U. S. 349, 360, 14 Sup. Ct. 140, 37 L. ed. 1107 (1893); Balti- 
more and O. R. Co. v. Groeger, supra; Gunning v. Cooley, supra. 


The inferences are to be drawn by the Board and not the courts. 
Swayne and Hoyt, Ltd. v. U. S., 300 U. S. 297, 307, 57 Sup. Ct. 
478, 81 L. ed. 659 (1937) ; National Labor Relations Board v. Penn- 
sylvania Greyhound Lines, 303 U. S. 261, 271, 58 Sup. Ct. 571, 82 
L. ed. 831 (1938); National Labor Relations Board v. J. Freezer 
and Son, Inc., 95 F. (2d) 840, 841, (C. C. A. 4th, 1938) ; National 
Labor Relations Board v. Oregon Worsted Company, 96 F. (2d) 
193, 195, (C. C. A. 9th, 1938). This principle does not seem endan- 
gered by the formula of the Court because issues that depend on the 
credibility of witnesses and the effect or weight thereof are to be de- 
cided by the jury; if uncertainty is produced by a conflict in testi- 
mony or if facts are so disputed that fair-minded men can draw dif- 
ferent conclusions, the question is not one of law, but one of fact for 
the jury. See Richmond and D. R. Co. v. Powers, 149 U. S. 43, 45, 
13 Sup. Ct. 748, 37 L. ed. 642 (1893); Baltimore and O. R.'Co. v. 
Groeger, supra; Gunning v. Cooley, supra. Therefore it would 
seem that if an administrative agency can support its finding with 
enough evidence to justify a refusal of a motion for a directed verdict 
against a plaintiff in a law suit, it should be upheld, despite equally 
probative evidence tending to rebut the evidence relied on to support 
the order. To deny this would require the court to weigh the evi- 
dence and this they say they cannot do. Federal Trade Commission 
v. Pacific States Paper Trade Association, 273 U. S. 52, 47 Sup. Ct. 
255, 71 L. ed. 534 (1927); Federal Trade Commission v. Algoma 
Lumber Company, 291 U. S. 67, 54 Sup. Ct. 315, 78 L. ed. 655 
(1934); Florida v. U. S., 292 U. S. 1, 54 Sup. Ct. 603, 78 L. ed. 
1077 (1934); Del Vecchio v. Bowers, 296 U. S. 280, 56 Sup. Ct. 
190, 80 L. ed. 229 (1935); Acker v. U. S., 298 U. S. 426, 56 Sup. 
Ct. 824, 80 L. ed. 1257 (1936); Elmhurst Cemetary v. Commis- 
sioner, 300 U. S. 37, 57 Sup. Ct. 324, 81 L. ed. 491 (1937); Swayne 
and Hoyt, Ltd. v. U. S., supra; National Labor Relations Board v. 
Pennsylvania Greyhound Lines, supra. Contra, Newport News 
Shipbuilding and Drydock Company v. National Labor Relations 
Board, 101 F. (2d) 841 (C. C. A. 4th, 1939), (Parker, J., dissent- 
ing) cert. granted, April 24, 1939. Cf. Helvering v. Tex-Penn Oil 
Company, 300 U. S. 481, 57 Sup. Ct. 569, 81 L. ed. 755 (1937) ; 
National Labor Relations Board v. Bell Oil and Gas Co., 98 F. (2d) 
406 (C. C. A. 5th, 1938) ; id. at 870. 


In the principal case the Court did not lay down an untested for- 
mula for the guidance of administrative agencies, since Judge Parker 
of the Fourth Circuit Court of Appeals announced the rule in Appa- 
lachian Electric Power Co. v. National Labor Relations Board, supra 
at 989. This Circuit Court has upheld the Board on the facts in the 
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following contested cases: National Labor Relations Board v. Wal- 
lace Manufacturing Company, 95 F. (2d) 818 (1938); National 
Labor Relations Board v. J. Freezer and Son, Inc., supra; National 
Labor Relations Board v. Eagle Manufacturing Co., 99 F. (2d) 930 
(1939) (order modified on the law); Virginia Ferry Corp. v. Na- 
tional Labor Relations Board, 101 F. (2d) 103 (1939). Contra, 
Appalachian Electric Power Co. v. National Labor Relations Board, 
supra; Standard Lime and Stone Company v. National Labor Rela- 
tions Board, 97 F. (2d) 531 (1938). Cf. Mooresville Cotton Mills 
v. National Labor Relations Board, 94 F. (2d) 61 (1938), modified 
97 F. (2d) 959 (1938) (remanded to Board) ; National Labor Rela- 
tions board v. A. S. Abell Company, 97 F. (2d) 951 (1938) (modi- 
fied), Note (1938) 7 Geo. Wasu. L. Rev. 122; Newport News 
Shipbuilding and Drydock Co. v. National Labor Relations Board, 
supra, 

Despite the vigor of Mr. Justice Black’s dissent to the decision in 
the principal case, concurred in by Mr. Justice Reed, the Court has 
pointed the guide to be followed by the courts as well as the admin- 
istrative agencies. The Court has placed readily definable limitations 
on the nature of its judicial review. Lessons pointed by the public 
utility cases should provide the Court with the necessary incentive 
not to open the Pandora’s box that is labor and capital. Cf. National 
Labor Relations Board v. Fansteel Metallurgical Corporation, 59 
Sup. Ct. 490, 83 L. ed. (adv. op.) 469 (1939), Note Ag’ Harv. 
L. Rev. 1017. H. C. H. W. 


CONSTITUTIONAL LAW—TAXATION—JupDGES’ SALARIES—DIMI- 
NUTION OF COMPENSATION BY FEDERAL INCOME Tax.—Sec. 22 of 
the Revenue Act of 1932, 47 Stat. 169, 78, subsequently reenacted 
by the Revenue Acts of 1934 and 1936, required the inclusion as 
gross income the salaries of the judges of courts of the United 
States taking office after June 6, 1932. Joseph W. Woodrough quali- 
fied as a United States circuit judge on May 1, 1933. For the calen- 
dar year of 1936, he was assessed a deficiency on the basis of his 
judicial salary. After a claim for refund was refused, the present 
suit was brought. Held, that an income tax on the salary of a federal 
judge was not a diminution of his compensation in violation of 
Art. 111, §1, of the Feperat Constitution. O’Malley v. Wood- 
rough, 59 Sup. Ct. 838 (U. S. 1939) (Butler, J., dissented). 


Art. 111, §7, declares: “The Judges, both of the Supreme and 
inferior Courts, shall hold their Offices during good Behavior, and 
shall, at stated Times, receive for their Services, a Compensation, 
which shall not be diminished during their continuance in Office.” 
No attempt was made to tax the compensation of federal judges prior 
to 1862. A revenue act of that year was enforced which included the 
compensation of the President and judges. Chief Justice Taney pro- 
tested such taxation in a letter to the Secretary of the Treasury, 
and his protest was put on the record of the Court, 157 U. S. 701 
(1862). Following an opinion by Attorney General Hoar, 13 Ops. 
Att’y Gen. 161 (1869), that the tax was unconstitutional as applied 
to judges, the Collector stopped collecting such revenue. The money 
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exacted during the enforcement of this act was refunded. Wayne v. 
United States, 26 Ct. Cl. 274, 290 (1891). Mr. Justice Field, in a 
concurring opinion condemning the Income Tax Act of 1894 as un- 
constitutional, assigned as one of his reasons the probable inclusion of 
compensation of judges. Pollock v. Farmers’ Loan & Trust Co., 157 
U. S. 429, 604-606, 15 Sup. Ct. 673, 39 L. ed. 759 (1895). 

The ratification of the Sixteenth Amendment raised the question 
of whether its words, “from whatever source derived,” extended the 
scope of the taxing power. The uniform interpretation has been that 
the amendment has removed the requirement for apportionment with- 
out enlarging the sphere. Stanton v. Baltic Mining Co., 240 U. S. 
103, 36 Sup. Ct. 278, 60 L. ed. 546 (1916); Brushaber v. Union 
Pacific, 240 U. S. 1, 36 Sup. Ct. 236, 60 L. ed. 493 (1916) ; Eisner 
v. Macomber, 252 U. S. 189, 40 Sup. Ct. 189, 64 L. ed. 521 (1920). 
The first two revenue acts enacted after the Sixteenth Amendment 
specifically excluded the compensation of judges; but the Revenue 
Act of 1919 made an express inclusion. This statute, as applied to a 
judge appointed to office before its enactment, was held invalid by the 
Supreme Court. Evans v. Gore, 252 U. S. 245, 40 Sup. Ct. 550, 
64 L. ed. 887 (1920). Mr. Justice Holmes’ dissent pointed out, 
inter alia, that there is a point where the immunity of a judge’s salary 
stops. 252 U. S. 245, 264. The value of this dissent was lessened 
somewhat by Holmes’ subsequent apparent reversal of position. Gil- 
lispie v. Oklahoma, 257 U. S. 501, 42 Sup. Ct. 171, 66 L. ed. 338 
(1922). Construing Evans v. Gore, supra, as limited to its own 
facts, the Collector later subjected a judge who was appointed after 
the statute to an income tax. He reasoned that since the ConstiTu- 
TION contained no restriction on the right of Congress to reduce the 
compensation of a judge before he takes office, a judge appointed 
after this statute took the office under a salary reduced to the extent 
of the income tax. The Supreme Court rejected this view. Miles 
v. Graham, 268 U. S. 501, 45 Sup. Ct. 601, 69 L. ed. 1067 (1925). 
Some state courts, in construing a similar state constitutional pro- 
vision, have followed the Evans v. Gore, doctrine. New Orleans 
v. Lea, 14 La. Ann. 194 (1859); Commonwealth ex rel. Hepburn 
v. Mann, 5 W. & S. 403 (1848) ; Long v. Watts, 183 N. C. 99, 110 
S. E. 765 (1922); Gordon v. Dennis, 5 A. (2d) 69 (Md. 1939). 
Contra: Wickham v. Nugaard, 159 Wis. 396, 150 N. W. 513 (1915). 
The Supreme Court of South Africa, where the identical prohibition 
exists, reached a conclusion contrary to Evans v. Gore. Krause v. 
Commissioner for Inland Revenue, 11929] So. Afr. R. (A. D.) 286; 
Cooper v. Commissioner of Income Tax, 4 Comm. L. R. 1304 (1907) 
(Australia) ; Judges v. Attorney-General for Saskatchewan, [1937] 
2 D. L. R. 209. For problems in other legislation affecting judges’ 
salaries see (1933) 2 Geo. Wasu. L. Rev. 84. 

The O’Malley v. Woodrough, decision, supra, expressly overruled 
Miles v. Graham, supra, to the extent of its inconsistency. Evans v. 
Gore, was mentioned and its authority questioned, but the case was 
not directly pointed out as being overruled. Mr. Justice Butler’s dis- 
sent was based on the absence of precedents for the Court’s action. 
He felt that Evans v. Gore, was overruled, leaving a possible threat to 
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the independence of the judges. These fears are not unwarranted ; 
Evans v. Gore is certainly left on a foundation of shifting sand. To 
uphold the decision on the basis of statutory construction, seems a 
trifle unrealistic. A judge taking office after 1932 does not receive a 
salary diminished by a certain percentage, but is required to include 
the salary in his gross income with the amount of the tax dependent 
upon deductions such as donations, interest paid, size of his family. 
etc. His exact compensation, from that standpoint, will vary from 
year to year and will be increased or diminished according to the 
management of his affairs. If a tax can be levied on a judge’s com- 
pensation at all, then the amount of that tax is left wholly to the dis- 
cretion of Congress. This is so, unless the Supreme Court can find 
ground upon which authority can be given to Justice Holmes’ phrase, 
“The power to tax does not involve the power to destroy as long 
as this court sits.” Panhandle Oil Co. v. Mississippi, 277 U. S. 218, 
223, 48 Sup. Ct. 451, 453, 72 L. ed. 857 (1928) (dissenting opinion). 
It is submitted that Justice Holmes’ dissent in Evans v. Gore, gave 
the true grounds upon which the decision in the instant case should 
have been based. The statute of 1932 does not explain or justify 
the holding. G. M. B. 


Motor CARRIERS—INTERSTATE COMMERCE—BONA-FIDE OPERA- 
TION UNDER THE Motor Carrier Act.—A. E. McDonald, petitioner, 
operated as a common carrier truckline in interstate commerce be- 
tween the states of Texas and Oklahoma. On July 14, 1934, the 


petitioner was denied a state certificate of public convenience and 
necessity by the Railroad Commission of Texas, on the ground of the 
conservation of public highways and the protection of the traveling 
public. Vernon’s Ann. Civ. Stat. art. 911 (b) §6 (1931). An in- 
junction restraining any action to stop the petitioner’s operation in 
Texas, which had been issued by the Travis County Court against 
the Railroad Commission, was reversed by the Court of Civil Appeals 
of Texas, 90 S. W. (2d) 581 (1936). The petitioner filed an appli- 
cation under the “grandfather” clause of the Federal Motor Carrier 
Act, 1935, 49 U. S. C. § 306 (b) (1938), with the Interstate Com- 
merce Commission for an interstate certificate. On being arrested 
on Jan. 16, 1936, for not having a state certificate, while transporting 
interstate freight, the petitioner obtained an injunction against the 
Railroad Commission. The federal district court stated that the 
Federal Act superseded the state Act where interstate commerce was 
involved. The Circuit Court of Appeals reversed the decision with 
direction to dismiss. 95 F. (2d) 937 (C. C. A. 5th, 1938). Certio- 
rari was granted by the Supreme Court of the United States. Held, 
that the question of the superiority of the Federal Act over the state 
Act need not be considered as the petitioner was not within the ex- 
emption under the “grandfather” clause. One operating in defiance 
of a state law is not in “bona-fide” operation as required under the 
Federal Act. A. C. McDonald v. E. O. Thompson, 305 U. S. 263, 
59 Sup. Ct. 176, 83 L. ed. 168 (1938). 

The Federal Motor Carrier Act, 1935, is remedial, and, though it 
is construed literally, any exemption will be limited so as to effect the 
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intended remedy. Piedmont & Northern R. R. Co. v. I. C. C., 286 
U. S. 299, 52 Sup. Ct. 541, 76 L. ed. 1115 (1932); Spokane & In- 
land Empire R. R. Co. v. United States, 241 U. S. 344, 36 Sup. Ct. 
668, 60 L. ed. 1037 (1916). The statute is construed as a whole so 
that significance and effect will be accorded every word. Ex parte 
Public National Bank of N. Y., 278 U. S. 101, 49 Sup. Ct. 43, 73 
L. ed. 202 (1928). But matters specifically dealt with in another 
part of the same enactment will control. Thus to limit “bona-fide” 
to a mere physical operation would be in reality to eliminate it, which 
would be inconsistent to the disclosed legislative intent. United 
States v. Chase, 135 U. §. 255, 10 Sup. Ct. 756, 34 L. ed. 117 (1890) ; 
Kepner v. United States, 195 U. S. 100, 24 Sup. Ct. 797, 49 L. ed. 
114 (1904) ; Market Co. v. Hoffman, 101 U. S. 112, 25 L. ed. 782 
(1879) ; Ginsberg & Sons, Inc. v. Popkin, 285 U.S. 204, 52 Sup. Ct. 
322, 76 L. ed. 704 (1932) ; In re Hassenbusch, 108 Fed. 38 (C. C. A. 
6th, 1901). Thus the United States Supreme Court stated that the 
defiance of a state law destroyed one’s right under the exemption 
clause of the Federal Motor Carrier Act. 

A certificate of public convenience and necessity, as a requisite to 
operation in a state, cannot be denied to an interstate carrier because 
the existing transportation facilities are adequate. Buck v. Kuyken- 
dall, 267 U. S. 307, 45 Sup. Ct. 324, 69 L. ed. 623 (1925). It has 
been held that no state certificate could be required where such car- 
rier was exclusively engaged in interstate commerce. Bush & Sons 
Co. v. Maloy, 267 U. S. 317, 45 Sup. Ct. 326, 69 L. ed. 627 (1925) ; 
Atlantic Pacific Stages v. Stahl, 36 F. (2d) 260 (W. D. Mo. 1929). 
But such has been limited where such issuance depended upon the 
applicant securing a bond to secure payment for loss or damage of 
freight, or to secure payment of a valid mileage tax, as such a condi- 
tion amounted only to a mere license. Johnson Transfer & Freight 
Lines v. Perry, 47 F. (2d) 90 (N. D. Ga. 1931). A state cannot, 
through the method of requiring such a certificate, impose an other- 
wise unconstitutional burden on the interstate carrier. Frost v. Rail- 
road Commission, 271 U. S. 583, 46 Sup. Ct. 605, 70 L. ed. 1101 
(1926) ; Michigan Public Utility Commission v. Duke, 266 U. S. 
570, 45 Sup. Ct. 191, 69 L. ed. 445 (1925); see (1938) 7 Geo. 
Wasu. L. Rev. 1. 


In the light of the above decisions the Interstate Commerce Com- 
mission has interpreted the general purpose of the Federal Act, in 
regulating and preserving the national highway transportation sys- 
tem. It concluded that the intent of Congress in creating the pro- 
viso “in bona fide operation” in the “grandfather” clause was that 
such should be a question of fact. Congress could create an adminis- 
trative agency to determine the question of fact as to any exception 
in the established norm and such a determination could be made con- 
clusive. Shields v. Utah Idaho Central R. R. Co.,305 U. S. 177, 59 Sup. 
Ct. 160, 83 L. ed. 170 (1938); St. Joseph Stock Yard Co. v. United 
States, 298 U. S. 38, 56 Sup. Ct. 720, 80 L. ed. 1033 (1936). After 
there has been a valid authorization by Congress, then the only ques- 
tion on a “judicial” review, is whether the agency had acted within 
its authority. J. C. C. v. Union Pacific R. R. Co., 222 U. S. 541, 
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32 Sup. Ct. 108, 56 L. ed. 308 (1912) ; Tagg Bros. & Moorehead v. 
United States, 280 U. S. 420, 50 Sup. Ct. 220, 74 L. ed. 463 (1930) ; 
Florida v. United States, 292 U. S. 1, 54 Sup. Ct. 603, 78 L. ed. 1073 
(1934) ; St. Joseph Stock Yard Co. v. United States, supra; Shields 
v. Utah Idaho Central R. R. Co., supra. Thus the I. C. C. maintains 
that Congress intended that it should supersede any state in the ques- 
tion of interstate operations, which is a question of fact within their 
jurisdiction. 

The I. C. C. has contended that it was not inconsistent with good 
faith for an interstate carrier, who through innocence, ignorance, or 
through acquiescence, of state authorities, or through doubt of the 
validity or applicability of the state law, or where the state law was 
dormant, failed to comply with such state laws. There can even be a 
“bona-fide operation” within a “grandfather” exemption clause, when 
in fact the state statute was violated. Re Barker Motor Bus Co., 
P. U. R. 1921 E. 836 (Wash. Dept. Pub. Works, 1921); In re 
Sound Transit Co., 119 Wash. 684, 206 Pac. 931 (1922); Re Auto 
Transportation Co. Application, P. U. R. 1928 B. 439 (Wis. Com. 
1927); Re Peoples Motor Coach, P. U. R. 1926 A. 385 (Ind. Pub. 
Serv. Comm. 1925); contra, In Wilkes-Barre Ry. Corp. v. White 
Transit Co., P. U. R. 1929 C. 101 (Pa. Pub. Serv. Comm. 1928) ; 
In re Motor Transit Co. v. Railroad Commission, 189 Cal. 573, 209 
Pac. 586 (1922). Under the Federal Motor Carrier Act, 1935, the 
I. C. C. held that where the state law required a permit to operate, that 
such illegal operation, if not a wilful violation of the law, could be a 
“bonafide operation” within the exemption clause. Slagle Contract 
Carrier, 2M. C. C. 127 (1937). Even a wilful violation has been held 
not to be a bar to granting a permit to a contract carrier. Dauphinais 
Contract Carrier Application, No. MC-88132, Mar. 31, 1939. Fol- 
lowing this principle, the I. C. C. has granted applications under the 
exemption clause of the Motor Carrier Act, where there has been an 
open, actual operation, even though in violation of state law. Gerard 
Motor Express, Inc. Common Carrier Application, 2 M. C. C. 439 
(1937) ; Love Contract Carrier Application, 2 M. C. C. 467, (1937) ; 
Couch Contract Carrier Application, 2 M. C. C. 493 (1937); Moore 
Transportation Co. Common Carrier Application, 3 M. C. C. 585 
(1937); Sproles Common Carrier Application, 4 M. C. C. 614 
(1938) ; Dohrn Transfer Co. Common Carrier Application, 4 M. C. C. 
111 (1938); Rountree Common Carrier Application, 4 M. C. C. 
611 (1938). But applications have been denied if there was an over- 
attempt to prevent state authorities from enforcing state laws, by se- 
cret and fraudulent methods. Manner Common Carrier Application, 
3 M. C. C. 571 (1937); Stamps Contract Carrier Application, 6 
M. C. C. 398 (1938); English Common Carrier Application, 3 
M. C. C. 739 (1937); Note (1937) 6 Geo. Wasu. L. Rev. 93. 

The rulings of the I. C. C. in the Slagle case and the cases follow- 
ing the rule, there laid down, are in conflict with the decision of the 
Supreme Court of the United States in the case of McDonald v. 
Thompson, C. H. K, 
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MUNICIPAL CorPoraATIoNs — Housinc — ComPutsory REPAIR — 
VaLipity oF New York Law Givinc City Prior Lien on Prop- 
ERTY FOR Cost oF Computsory Repairs.—Under the New York 
Multiple Dwelling Law, when the authorities find an “old-law” tene- 
ment to be below standard and order its improvement, there are three 
alternatives: (1) the owner may make the necessary repairs within 
three weeks; (2) if the owner fails to do so, the city will make the 
repairs, unless (3) the owner may abandon the premises, in which 
case the city will order demolition as a nuisance. The “Murray Prior 
Lien Law,” chapter 353 of the Laws of New York of 1937, amending 
section 309 of the Multiple Dwelling Law, authorized assessment of 
the cost of such repairs when made by the city as a lien prior to 
existing mortgages and other encumbrances upon the properties im- 
proved. The plaintiff bank as mortgagee of one of such premises, 
along with two other mortgagees and one owner, brought this suit 
aserting unconstitutionality of the priority provisions of the amend- 
ment. Held, that the Law as amended is an unconstitutional deprival 
of the plaintiff mortgagees’ property without due process of law and 
is an impairment of the obligation of their contract for a first lien. 
Central Savings Bank v. City of New York, 279 N. Y. 266, 18 N. E. 
(2d) 151 (1939), reversing 254 A. D. 502, 5 N. Y. S. (2d) 451 
(1938). Aff’d on rehearing, 280 N. Y. 9, 19 N. E. (2d) 659 (1939) 
(establishing that the federal due process provision of the Fourteenth 
Amendment was violated as well as the New York requirement). 
Cert. den. 59 Sup. Ct. 790, 83 L. ed. (adv. op.) 767 (1939) (Upon 
the stated reason that the judgment below rested upon a non-federal 
ground adequate to support it. The non-federal ground would appear 
to be the holding that the New York state requirement of due process 
was contravened. ). 

As early as 1895, the New York Court of Appeals had sustained 
as a valid exercise of the police power, legislation requiring tenement 
owners at their own cost to make alterations necessary for health. 
Health Department v. Rector, 145 N. Y. 32, 39 N. E. 833 (1895). 
Other housing legislation has validly authorized municipalities to 
demolish buildings constituting nuisances upon the failure of the 
owners to do so. Gow-Why v. City of Marshfield, 138 Ore. 167, 5 P. 
(2d) 696 (1932); Defferari v. City of Galveston, 208 S. W. 188 
(Tex. Civ. App. 1919); Note (1939) 7 Gro. Was. L. Rev. 520. 
Municipalities have been allowed to recover the expense of removal 
of nuisances from the owners. City of Philadelphia v. Gouss, 56 Pa. 
Super. Ct. 496 (1914) (surface drainage) ; City Council of Charleston 
v. Werner, 38 S. C. 488, 17 S. E. 33 (1893) (filling low lots) ; 
cf. Sheaff v. Kansas City, 119 Kan. 726, 241 Pac. 439 (1926). And 
liens for such expenses are valid, but do not have priority where the 
statute did not provide for it. Nashville v. Weakley, 170 Tenn. 278, 
95 S. W. (2d) 37 (1936). The New York Multiple Dwelling Law 
(including provision for liens for repair and improvement expenses) 
as constituted prior to the amendment giving priority over earlier 
encumbrances had been upheld as constitutional. Adamec v. Post, 
273 N. Y. 250, 7 N. E. (2d) 120 (1937). There are several lines 
of analogy on which to examine the repudiated feature of priority 
over existing encumbrances. 
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(1) Private lien. Since an existing statute is constructive notice to 
prospective mortgagors and lienors, the legislature may validly give a 
statutory lien priority over all earlier encumbrances vesting subse- 
quent to enactment. Garr v. Clements, 4 N. D. 562, 62 N. W. 640 
(1895) (mechanic’s lien); Turner v. Randolph, 213 Ky. 55, 280 
S. W. 462 (1926) (wage lien); cf. Texas Bank & Trust Co. v. 
Smith, 108 Tex. 265, 192 S. W. 533 (1917). But it is beyond the 
power of the legislature to create a private statutory lien which will 
be superior to a vested mortgage priority antedating the legislation. 
Toledo P. & B. R. Co. v. Hamilon, 134 U. S. 296, 10 Sup. Ct. 546, 
33 L. ed. 905 (1890) (mechanic’s lien for improvements) ; Betts v. 
Ratliff, 50 Miss. 561 (1874) (labor lien on farm crop); National 
Bank of Commerce v. Jones, 18 Okla. 560, 91 Pac. 193 (1907) (agis- 
ter’s lien). The New York situation falls within the latter inhibition. 


There is authority to the effect that even without express statutory 
provision, a lien for repairs will be given priority over existing en- 
cumbrances to the extent of increased value. Wimberly v. Mayberry, 
94 Ala. 240, 10 So. 157 (1891); Jefferson County Savings Bank v. 
Ben F. Barbour Plumbing & Electric Co., 191 Ala. 238, 68 So. 43 
(1915); cf. Croskey v. Northwestern Mfg. Co., 48 Ill. 481 (1868) ; 
Atlantic Trust Co. v. Woodbridge Canal & Irrigation Co., 79 Fed. 39 
(C. C. N. D. Cal. 1897), 79 Fed. 501 (C. C. N. D. Cal. 1897) 
(Thompson, Intervener), 86 Fed. 975 (C. C. N. D. Cal. 1897). 
Contra: Imboden v. Citizen’s Bank, 163 Ark. 615, 260 S. W. 734 
(1924) Byers v. Chase, 102 Neb. 386, 167 N. W. 405 (1918) ; Allis 
Chalmers Co. v. Central Trust Co., 190 Fed. 700 (C. C. A. Ist, 
1911); U.S. Fidelity & Guar. Co. v. U. S. & Mexican Trust Co., 
234 Fed. 238 (C. C. A. 8th, 1916); cf. Meyer v. Berlandi, 39 Minn. 
438 (1888) (unconstitutional to attempt to do so by statute) ; Village 
of Stillwater v. Hudson Valley Ry Co., 255 N. Y. 144, 174 N. E. 
306 (1931). 

However, as the New York Court pointed out,—in the instant case 
there is no actual enhancement by repairs to tenements. Perhaps the 
rule might be extended to cover repairs which result in preserving the 
value of the property, although not actually increasing its value. 
Cf. Texas Bank & Trust Co. v. Smith, supra. 


2. “Public” lien to a government. A vested mortgage priority must 
yield to a later legislative exercise of the sovereign taxing power in 
the creation of a tax lien with priority. Gailey v. Robertson, 98 Fila. 
176, 123 So. 692 (1929) (street paving assessment lien); Preston 
v. Anderson County Levee Improvement District No. 2, 261 S. W. 
1077 (Tex. Civ. App. 1924) (swamp land reclamation; drains and 
levee assessment liens) ; cf. Chanler v. Kelsey, 205 U.S. 466, 27 Sup. 
Ct. 550, 51 L. ed. 882 (1907); Moffitt v. Kelly, 218 U. S. 400, 
31 Sup. Ct. 79, 54 L. ed. 1086 (1910). But see Coolidge v. Long, 
282 U. S. 582, 595, 51 Sup. Ct. 306, 75 L. ed. 562 (1931). But the 
taxing power cannot be used as a shield for invading contract rights. 
Murray v. City of Charleston, 96 U. S. 432, 24 L. ed. 760 (1877). 
An attempt to tax or spend public funds not for a public purpose is 
ineffective. St. Paul Trust & Savings Bank v. American Clearing Co., 
291 Fed. 212 (S. D. Fla. 1923) (stump and land clearing “assess- 
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ment”) ; In re Opinion of the Justices, 211 Mass. 624, 98 N. E. 611 
(1912) (home-building for lower income groups); Sharpless v. 
Mayor of Philadelphia, 21 Pa. 147 (1853). Calling an optional levy 
a tax does not bring it within the rule allowing priority to a tax, 
because a tax rests in legisltive will only. Yeatman v. Foster County, 
2 .N. D. 421, 51 N. W. 721 (1892) (seed grain tax). It has been 
held that such a lien, not being imposed in exercise of the taxing 
power, may not be made paramount to an existing mortgage. Davis 
v. McLean County, 52 N. D. 857, 204 N. W. 459 (1925) (“indemnity 
hail tax” lien) ; cf. Charleston v. Werner, 38 S. C. 488, 17 S. E. 33 
(1893) (filling up low lot). Of course, as in the case of private liens, 
a governmental lien not created under the taxing power may be 
validly given priority as against mortgages subsequent to the act 
authorizing the government’s lien, although the lien itself is ante- 
dated by the mortgage. Provident Institute v. Mayor of Jersey City, 
113 U. S. 506, 5 Sup. Ct. 612, 28 L. ed. 1102 (1885) (water rent) ; 
Dunbar v. New York, 251 U. S. 516, 40 Sup. Ct. 250, 64 L. ed. 384 
(1920) semble; Federal Farm Mortgage Corp. v. Falk, 67 N. D. 154, 
270 N. W. 885 (1936) (hail indemnity lien). This could effect a 
solution for the future, but due to the long term for which existing 
mortgages on New York City tenements presumably run, the ultimate 
success of such a course would be long postponed, and it is certainly 
no aid in the present exigency. 

It might be argued that the basis of allowing priority to tax assess- 
ment liens is the “public use” of the funds, and that there also exists 
a sufficient “public use” in the case of slum clearance to extend the 
preference beyond the taxing power. Cf. N. Y. Housing Authority 
v. Muller, 270 N. Y. 333, 1 N. E. (2d) 153 (1936) (eminent 
domain) ; Note (1936) 5 Geo. Wasu. L. Rev. 131; Spahn v. Stewart, 
268 Ky. 97, 103 S. W. (2d) 651 (1937) semble; Willmon v. Powell, 
91 Cal. App. 1, 266 Pac. 1029 (1928); Dorman v. Philadelphia 
Housing Authority, 331 Pa. 209, 200 Atl. 834 (1938) ; Note (1939) 
7 Geo. Wasu. L. Rev. 520; But cf. United States v. Certain Lands in 
the City of Louisville, 9 F. Supp. 137 (W. D. Ky. 1935), aff'd 78 F. 
(2d) 684 (C. C. A. 6th, 1935). A “public use” validating eminent 
domain is not necessarily as broad as that required to sanction a tax. 
People v. Salem, 20 Mich. 452 (1870); Note (1928) 41 Harv. 
L. Rev. 775; see Wollf Packing Co. v. Court of Industrial Relations, 
262 U. S. 522, 537, 43 Sup. Ct. 630, 67 L. ed. 1103 (1923). How- 
ever, assuming that slum clearance is a broad enough public purpose 
that an analogy might be drawn to tax purposes, there is still a broad 
distinction between the governmental powers whose exercise is sought 
to be correlated. The “public purpose” (plus freedom from discrimi- 
nation) is the only requisite to proper exercise of the taxing and 
spending power of the state. Sharpless v. Mayor of Philadelphia, 
21 Pa. 147 (1853). Thus it is not subject to the normal constitutional 
limitations which operate upon the exercise of other powers. 

3. Permissible impairment—under police power. A statute pre- 
venting certain uses of premises deemed inimical to public welfare 
is not unconstitutional for the reason alone that previously vested 
interests are impaired without compensation. Fertilizing Co. v. Hyde 
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Park, 97 U. S. 659, 24 L. ed. 1036 (1878); Manigault v. Springs, 
199 U. S. 473, 26 Sup. Ct. 127, 50 L. ed. 274 (1905) ; N. W. Laun- 
dry v. Des Moines, 239 U. S. 486, 36 Sup. Ct. 206, 60 L. ed. 396 
(1916) ; cf. Block v. Hirsh, 256 U. S. 135, 41 Sup. Ct. 458, 65 L. ed. 
865 (1921); Samuels v. McCurdy, 267 U. S. 188, 45 Sup. Ct. 264, 
69 L. ed. 568 (1925). But cf. Pennsylvania Coal Co. v. Mahon, 260 
U. S. 393, 43 Sup. Ct. 158, 67 L. ed. 322 (1922). But this general 
rule is confined to cases in which the contract impaired by the legis- 
lation affects in its execution the public health and safety which the 
legislature seeks to protect. Hudson County Water Co. v. McCarter, 
209 U. S. 349, 28 Sup. Ct. 529, 52 L. ed. 828 (1908). Recognition 
has been given to an even broader principle; that despite the prohibi- 
tion against impairment, contracts are made subject to future en- 
croachment where encroaching state action is otherwise justified. 
Marcus Brown Holding Co. v. Feldman, 256 U. S. 170, 41 Sup. Ct. 
465, 65 L. ed. 877 (1921) (police power); Home Building & Loan 
Association v. Blaisdell, 290 U. S. 398, 54 Sup. Ct. 231, 78 L. ed. 413 
(1934). General acceptance of this view will result in holding that 
the obligation of contracts clause prohibits only legislation which has 
the sole purpose of impairing existing contracts. A shift from reli- 
ance on contract impairment to the taking of property without due 
process of law is resulting, where such legislation is being attacked. 
It is submitted that the change, if any, however, is but a nominal one 
in that former impairments are to be termed a violation of the due 
process clause, so that former authority is unimpeached as binding 
precedent. With this in mind it is submitted that the New York Court 
of Appeals was correct in feeling that it was entrenching too much 
upon a mortgagee’s vested rights and giving a private individual too 
much power to allow a prior lien to attach against mortgaged premises 
by the option of the mortgagor, who as owner could avoid such an 
eventuality by vacating the premises or repairing them himself in 
accordance with his contractual obligation. 

The due process objection insofar as it relates to the mortgagee’s 
lack of opportunity to be heard could easily be obviated by legislative 
provision for notice and hearing, but that would be unavailing 
where the other objections are intrinsic in the nature of the subject 
matter and the legislative purpose. G. B. 


TRADE REGULATION—TRADE-MARKS AND TRADE NAMES—PAT- 
ENTS—UsE OF NAME AFTER EXPIRATION—DESCRIPTIVE MARKS— 
SECONDARY MEANING.—The plaintiff and its predecessors had manu- 
factured a pillow-shaped whole wheat biscuit under numerous pat- 
ents. Among them were a basic product patent which expired in 
1912 and a design patent on the pillow-shaped form, which would 
have expired in 1909 but was held invalid in 1908. The biscuit was 
called “Shredded Wheat.” Except for short periods, the plaintiff 
was the sole manufacturer of the produce until 1932, when the de- 
fendant began marketing the same product under the same name. 
The court below held that on the expiration of the patents the public 
might use the name and form of the biscuits, but that, as this right 
had not been exercised within a reasonable time, the plaintiff had 
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acquired the exclusive right to both. Held, that the mark was de- 
scriptive and had, during the life of the patent become the generic 
name of the goods. The right of the public was not dependent on 
diligent exercise. Upon the expiration of the patent, the public had 
acquired irrevocably the right to make the product and to call it by 
its generic name. Kellogg Co. v. National Biscuit Co., 305 U. S. 111, 
59 Sup. Ct. 109 (1938), rev’g 91 F. (2d) 150 (C. C. A. 3d, 1937) ; 
see (1938) 6 Geo. Wasu. L. Rev. 235. 

Upon the expiration of a patent the public has the right to call it 
by the generic name by which it was known during the life of the 
patent. Singer Mfg. Co. v. June Mfg. Co., 163 U. S. 169, 16 Sup. 
Ct. 1002, 41 L. ed. 118 (1896). A name of an unpatented article, 
originally arbitrary, may become generic and open to the public. 
Saxlehner v. Eisner, 179 U. S. 19, 21 Sup. Ct. 7, 45 L. ed. 60 (1900) 
(“Hunyadi water”) ; Chadwick v. Covell, 151 Mass. 190, 23 N. E. 
1068 (1890). This comes about when the public has come to under- 
stand the word to be generic, regardless of the diligence of the orig- 
inal owner in enforcing his rights. Dupont Cellophane Co. v. Waxed 
Products Co., 85 F. (2d) 75 (C. C. A. 2d, 1936) (“Cellophane”). 
Contra: Mcllhenny v. Gaidry, 253 Fed. 613 (C. C. A. 5th, 1918) 
(“Tobasco sauce”). It has been held that in such cases the right to 
exclusive appropriation once lost is gone forever. Saxlehner v. Wag- 
ner, 216 U.S. 375, 30 Sup. Ct. 298, 54 L. ed. 525 (1910). The doc- 
trine of the Saxlehner case has been applied in a case where, as in 
the principal case, the name had been applied to a patented article 
during the life of the patent and the exclusive use has continued after 
the expiration of the patent. Centaur Co. v. Heimsfurter, 84 Fed. 
955 (C. C. A. 8th, 1898) (“Castoria”). 


Any member of the public has a right to copy in detail a device or 
product on which the patent has expired, so long as arbitrary fea- 
tures having no function except to show origin are not imitated. 
Singer Mfg. Co. v. June Mfg. Co., supra; Keller v. Chicago Pneu- 
matic Tool Co., 298 Fed. 52 (C. C. A. 7th, 1924). The same is true 
of a product which has not been patented. Saxlehner v. Wagner, 
supra; Wm. F. Warner & Co. v. Eli Lilly & Co., 265 U. S. 526, 
44 Sup. Ct. 615, 68 L. ed. 1161 (1924); Flagg Mfg. Co. v. Holway, 
178 Mass. 83, 59 N. E. 667 (1901). The court below had previously 
held that after the expiration of a patent no use, no matter how long, 
could convert the article itself into a trade-mark. Daniel v. Electric 


Hose and Rubber Co., 231 Fed. 827 (C. C. A. 3d, 1916). 


Where the public has the right to make a product it is necessary 
to the full enjoyment of that right that anyone making it be entitled 
to call it by the generic name by which it has become known. 
Saxlehner v. Wagner, supra. It would not appear to be conclusive 
on the question of the right to imitate the product or the right to use 
the name whether the product was covered by an expired patent or 
whether it had never been patented. The tests are whether the copied 
features of the product are functional and whether the name had 
come to be regarded by the public as the generic name of the product. 
The fact that most new products are patented seems to have led to 
an over-emphasis of the existence of the patent. It is submitted that 
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a better approach to the question would be reached by considering 
Saxlehner v. Wagner, supra, as the basic decision, rather than the 
Singer case, supra, as seems to be the usual practice. The date of 
expiration of the patent, its validity or invalidity, or its complete non- 
existence, should be regarded merely as evidentiary matters, serving 
to explain an exclusive use of a term. 

The intrinsic character of the mark and the manner of its use are 
primary considerations. It has been contended that in the present 
case these factors were decisive and the existence of the patent wholly 
immaterial. Derenberg, “Shredded Wheat” The Still Born Trade 
Mark (1939) 34 Butietin U. S. Trape-Mark Ass’n. 33. 

Since the function of a trade-mark is to indicate origin, it is a fun- 
damental principle of trade-mark law that a purely descriptive word 
cannot be a technical trade-mark. Corbin v. Gould, 133 U. S. 308, 
10 Sup. Ct. 312, 32 L. ed. 535 (1890). Just as a name originally 
arbitrary may become descriptive, however, so a term intrinsically 
descriptive may become indicative of origin. Reddaway v. Banham 
[1896] A. C. 199 (House of Lords), Standard Paint Co. v. Rubber- 
oid Roofing Co., 244 Fed. 695 (C. C. A. 7th, 1915). When this has 
come about, the original user of the name will be protected against a 
use of the name by others in an unfair or deceptive manner, but it 
will not be accorded the breadth of protection given a technical trade- 
mark. Standard Paint Co. v. Trinidad Asphalt Co., 220 U. S. 446, 
31 Sup. Ct. 456, 55 L. ed. 536 (1910). But see Armstrong v. Nu- 
Enamel, 305 U. S. 315, 59 Sup. Ct. 191 (1938); (1939) 7 Geo. 
Wash. L. Rev. 550. The burden is on the plaintiff to establish a 
secondary meaning. Kellogg v. Quaker Oats, 235 Fed. 657 (C. C. A. 
6th, 1916); Cellular Clothing Co. v. Maxton and Murray [1899] 
A. C. 326 (House of Lords, 1899); Horlick’s Malted Milk Co. v. 
Summerskill, 32 T. L. R. 63 (Chanc. Div. 1915) aff'd 32 T. L. R. 
311 (Ct. of App. 1916). 

Where the alleged owner of the mark is the sole manufacturer or 
distributor of the goods, little weight can be given to the fact that the 
public recognizes that goods bearing the descriptive name emanate 
from a certain source. Kellog v. Quaker Oats, supra; Cellular Cloth- 
ing Co. v. Maxton and Murray, supra; Horlick’s Malted Muk Co. v. 
Summerskill, supra, (Ct. of App.). But see Shredded Wheat Co. v. 
Humphrey Cornell Co., 250 Fed. 960 (C. C. A. 2d, 1918). 

Since even a name originally arbitrary may be used in such a man- 
ner that it becomes descriptive, Saxlehner v. Eisner, supra, it would 
seem obvious that in order for a descriptive word to acquire a sec- 
ondary meaning, the owner must use it purely in a trade-mark sense. 
In cases very analogous to the present, the alleged owner was found, 
although the exclusive user for a time, to have used the terms de- 
scriptively. Kellog v. Quaker Oats, supra (“toasted corn flakes”), 
Horlick’s Malted Milk Co. v. Summerskill, supra (“malted milk’). 


In both of these cases the courts were strongly influenced by the 
fact that other words, “Kellogg’s” and “Horlick’s,” respectively, had 
been used to show origin. In the present case no verbal trade-mark 
was employed although plaintiff had an extremely well established 


pictorial mark. The descriptive uses of the term “shredded wheat” 
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by the manufacturers and the use of the pictorial mark as the real 
trade-mark were emphasized both by the Court of Appeals of the 
District of Columbia in denying registration, Natural Food Co. v. 
Williams, 30 App. D. C. 348 (1905) and the District Court in the 
instant case. National Biscuit Co. v. Kellogg, 25 Trade Mark Re- 
porter 102 (Del. 1935). The non-existence of another trade-mark, 
however, would appear not to be of particular significance where the 
descriptive words involved are the only or the most appropriate name 
of the article. See Cellular Clothing Co. v. Maxton and Murray, 
supra, at 345. 

It is believed the following conclusions may be drawn from the 
above cases. The burden of proof is on the party alleging a second- 
ary meaning in a descriptive term. The burden is increased where 
the alleged owner was the sole producer of the goods in question 
when the name was first applied to the goods. The burden is in- 
creased still more when the monopoly was due in whole or in part 
to the existence of a patent, particularly when the term is the most 
apt descriptive name for the goods, since a monopoly in the name, 
coupled with the advantage obtained during the life of the patent, 
would form a powerful tool for the imposition of a perpetual mo- 
nopoly in the product on the public. This would be contrary to the 
entire spirit of our laws. The alleged owner must use the term in a 
strictly trade-mark sense. The public should not be prevented from 
using the only known term for describing the article. Considering 
all the factors, it is believed the decision of the Supreme Court was 
correct. R. K. S. 





BOOK NOTES 


EQUALITY AND THE Law. By Louis A. Warsoff. New York: 
Liveright Publishing Corp. 1938. pp. 330. $3.00. 


Professor Warsoff, of Brooklyn College, has undertaken in this 
work to illuminate the evolution of equality in the law, with special 
reference to the equal protection clause of the Fourteenth Amend- 
ment, which he feels has suffered from proximity to and uncritical 
identification with its bedfellow, the due process clause. The author 
devotes the first part of his book to the judicial development of the 
concept of equality before 1868 and to the historical and legislative 
background of the equal protection clause as it was finally incor- 
porated in the Amendment. In the second and last section judicial 
construction (and misconstruction) of the clause over the period 
between 1868 and 1937 is dealt with. There is a bibliography of 
books and articles and a table of the some 150 cases cited. Unfortu- 
nately, the book suffers somewhat from lack of careful proof-reading. 
Professor Warsoff’s approach to the subject does not fail to encom- 
pass those imponderables which make constitutional law the unique 
branch of legal study that it is. Perhaps his best chapter is the one 
in which, to paraphrase Mr. Justice Holmes, he splices the judicial 
enactment of Mr. Herbert Spencer’s Social Statistics in such cases 
as Lochner v. New York to the rise of the laissez-faire philosophy in 
the country generally. His thesis is that the Supreme Court has 
failed to make sufficient, or has made an invidious distinction between 
due process and equal protection, leaving the nascent possibilities of 
the latter clause lost in the judicial fog by which the former has been 
enveloped during a time of judicial opposition to social legislation. 
Although the book was apparently intended for the general reader 
rather than the lawyer, as an attempt to rationalize and, in some de- 
gree, to predict the judicial mood toward the equal protection clause, 
it is of more than passing interest to the student and the profession. 
Whether the author has been adept enough in his presentation to 
catch the public fancy seems open to fair doubt. D. O’R. 


THE CoMPTROLLER GENERAL. First Edition. By Harvey C. Mans- 
field. New Haven: Yale University Press. 1939. xi, 303 pp. 
$3.00. 


Mr. Mansfield’s monographs, based as it is upon several years of 
study and research into the problem, during part of which he served 
as a member of the President’s Committee on Administrative Man- 
agement (the Brownlow Committee), appears to present an authori- 
tative view of the operation to date of the General Accounting Office. 
After giving sufficient historical data to show the background of the 
subject of auditing and control in government finance, he touches 
briefly upon the legal status of the office, goes into detail regarding 
its functions and internal organization, and outlines the major con- 
troversies which have occurred between the Comptroller General and 

[ 123 ] 
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the executive branch of the government. Even such mysteries to the 
uninitiate as “postaudit” and “preaudit” are clearly explained. The 
credit given in the preface, moreover, indicates that not only the ad- 
ministrative departments but also the officials of the General Ac- 
counting Office itself were consulted (although not agreed with), 
and indicates that the factual basis of the work is sound. 

The book is exceedingly well documented and indexed, and gives 
a complete and up-to-date analysis of the office. 

Though the approach is from the point of view of political science, 
and further colored by the major premise of the author, namely, that 
the majority of the difficulties laid at the door of the General Ac- 
counting Office are due to the rigid personality of the First Comp- 
troller General, J. Raymond McCarl, the book gives a clear and 
comprehensive picture of government financial management, and 
should be of interest and information to all interested in administra- 
tive law, or in the problem of practical administration of government 
departments. And the lively, if controversial, style of the author 
keeps the reader’s interest unflagging to the end. i, Fe 





